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Understanding Business Fluctuations 


Is the business cycle still alive? Or have we at last 
developed a depression-proof economy? Is there—or was 
there—such a thing anyway as a “business cycle’—conced- 
ing, of course, that business conditions do fluctuate widely. 
If so, does current cycle theory really explain what happens 
or provide a basis for foresight? If not, do we need a new 
cycle theory—a “Copernican system” to replace an outworn 
“Ptolemaic astronomy”? 

These questions were raised—and sometimes answered— 
at a recent meeting of Tae ConrrereNce Boarp and again 
in a subsequent communication from Alexander Sachs, which 
begins on page 151. 


Merry-Go-Round of Britain’s Tax Load 


Although government expenditure in Britain has for a 
long time been vastly in excess of what the national economy 
can sustain, it is very hard to see where and how adequate 
reductions can be made—in time. It is a problem for which 
a solution is an urgent necessity. For the stake is not 
merely the prosperity of the nation but the nation’s very 
existence. At the same time, British industry needs to spend 
more. For continuous improvement in the standard of 
capital equipment is one of the prime needs for any substan- 
tial and sustained increase in industrial efficiency. And the 
latter is needed if Britain is to be increasingly successful in 
competing for the world’s markets. These and other aspects 
of the British economic situation are stated by Sir Robert 
Sinclair, in an article beginning on page 163. One of the 
problems Sir Robert’s clear if somewhat disturbing analysis 
tackles is the impact of Britain’s tax load on industry’s 
ability to do its job for the nation. 


The Wealth Is Here! 


An observer from abroad traveling through the vast grain 
belt of the Midwest, or the industrial labyrinths of Pitts- 
burgh, Detroit, or Chicago, the man-made canyons of New 
York or the cities and farm land of the Far West comes 
away with an awesome impression of wealth. And indeed 
we do value ourselves at nearly a trillion dollars. 
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But what is not readily apparent is that the bulk of this 
wealth is owned by so-called middle-class and moderately 
well-to-do families. There are the families who claim assets 
in excess of a hundred million dollars, and there are many 
thousands more who are worth in excess of a million dollars. 
Nevertheless, the wealth—in smaller packages—of the re- 
maining 50 million families far outshadows even the most 
pretentious claims of ownership of the few. For estimates 
of who owns the nation’s wealth see page 157. 


Weighing the Farm Scene 


How well do parity prices represent what a farmer must 
receive for a commodity to give him the same purchasing 
power that he had in a presumably normal base period? 
Several factors must be considered in answering this ques- 
tion. Has farm technology changed radically in the years 
since 1937-1941—the now “normal base period” for weight- 
ing both the indexes of prices received and prices paid by 
farmers? For one thing, fewer farms exist now than in 
1937-1941, but then again the size of the average farm has 
increased. Do these facts mean that differences in buying 
habits, in mechanization, in the use of hired hands should 
be reflected in assigning new weights? It’s a topical sub- 
ject treated on pages 160-162. 


On the Highway of Business 


What happens in the automobile industry is always a 
matter of first importance to general business. It has 
never been of greater importance than now. Current pro- 
duction schedules call for the output of about 3.3 million 
cars in the first half of 1953. This would set a new January- 
June record. Effects of the industry’s efforts are showing 
up in an inventory rise at both dealer and manufacturer 
levels, in the tightness of the steel market, and in rising 
consumer credit. 

Whether the industry will sell new cars in the quantity 
being made is one of the big imponderables in the 1953 out- 
look. For a guided tour through the complicated automobile 
market at this critical juncture, see this month’s Business 
Highlights, starting on the next page. 


Keys to the Automobile Market: Cars in Use, Households, and Income 
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AUTOS AND THE BUSINESS PACE 


Some implications of the car industry's 
production target 


year has continued at high levels, and has in 
. fact been expanding slowly. Additional supplies 
of steel, accruing both from the expansion of domestic 
capacity and from increased imports, has resulted in 
a further growth of activity in steel-consuming indus- 
tries, where backlogs remain very high. And con- 
sumer goods producers in general have experienced 
~ the usual spring upsurge. Employment in January 
and February was considerably above a year ago in 
nonagricultural industries, the increase being large 
enough to more than offset a continuation of the 
steady decline in agricultural work, as well as the 
year-to-year addition to the civilian labor force. As 
a result, unemployment was significantly lower than 
a year ago. 

. WHOLESALE PRICES FIRMER 


By late in March, no general effect of price decontrol 
(which was completed with the order of March 17) 
was yet apparent. Beginning in mid-February, how- 
ever, spot rises-in certain commodities released from 
control joined with a conspicuous firming of agricul- 
tural.commodities and foodstuffs to break the down- 
trend of price indexes. Since early March the general 
wholesale price level has been creeping upward; 
toward the ¢lose’of the month, in fact, sensitive spot 


; Bearte during the first three months of the 


commodity indexes had reached about their highest 
levels of the year.’ 

For the first quarter as a whole, personal and dis- 
posable income have evidently averaged somewhat 
higher than in the fourth quarter, but the rate of 
advance that featured the last half of 1952 has slowed 
considerably. At the same time, the sluggish down- 
ward movement of consumer prices that began late 
last year continued into January and, on the weak- 
ness of food prices, into February. As a result, real 
disposable income in the first quarter has set a further 
new record for per capita as well as total income. 

Consumer spending has continued firm, with con- 
siderable strength in the automobile and household 
durables markets. For the third successive quarter 
the personal saving rate has apparently run in the 
neighborhood of $20 billion annually, but the month- 
to-month figures give some evidence that the rate was 
declining slowly during the quarter. 

To cap the firmness in the business picture, late 
in March the Department of Commerce announced 
an upward revision in business plans for capital ex- 
penditures, pointing to a level of expenditures slightly 
above 1952, with only a very moderate easing in the 
last half of the year. 


1In the closing days of the month, Korean truce news precipitated 
a sharp break in commodity prices ee 
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Perhaps the only sobering note to be found among 
these firm and upward trends is that the underlying 
strength in many of them emanates from one principal 
source. Early in March the automobile industry com- 
pleted its one-millionth passenger car. It expects to 
pass two million in late April, and three million by 
about mid-June. Anticipated output of 3.2 million 
cars in the first six months of the year would mark 
the best first half in the industry’s history. 

At almost any time, what happens in the giant 
automotive industry is of the first importance to 
general business. In recent years, the industry has 
taken between one fifth and one seventh of the 
nation’s steel production. It is of overriding impor- 
tance in the markets for copper, plate glass, rubber, 
lead, upholstery fabrics. Its appetite for tools and 
dies is voracious. For an endless array of raw ma- 
terials and finished goods, the “big three” of the 
industry are the nation’s largest corporate purchasers; 
they are also the largest suppliers of instalment credit 
paper to the debt structure, and among the nation’s 
largest employers. 


OPTIMISM IN PITTSBURGH, TOO 


It is understandable, therefore, that the enthusi- 
asm in production scheduling that has been going on 
in Detroit over the past several months should have 
spilled out in all directions. Encouraged by the tight- 
ness in those very civilian steels which were weakest 
prior to the 1952 strike, more and more executives of 
the steel industry have come to the conclusion that 
no particular easing of the steel market and the 
ingot production rate is in sight—by which they 
mean that they will not presume to set a time for 
an easing in automobile production, if the automobile 
industry itself does not see such a time in the near 
future. 

Machine-tool producers, whose order books have 
shown some improvement since they were opened to 
civilian business in November, have been further en- 
couraged by the automobile industry’s rate of order- 
ing for 1954. Tire producers, counting on strong 
demand for original equipment as well as a strong re- 
placement market, have boosted finished inventories 
to historic highs. 


A MAJOR EXPANSIVE ELEMENT 


At the moment, when major demands on the part 
of defense agencies and on the part of business for 
capital account have been stable, the upsurge of 
automotive business carries more than ordinary 
weight. Pending clarification of the outlook for gov- 
ernment spending, it may fairly be said that the 
industry, at least for the time being, has replaced 
defense as the major expansive element in business 
conditions. For the past several months it has been 
mainly responsible for the upward trends evident in 
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inventories,! in consumer credit,2 and to a lesser ex- 
tent in industrial production itself. 

The industry’s output has risen 25% from the 
fourth quarter, on a seasonally adjusted basis; with- 
out seasonal adjustment, the rise is about 30%. B 
all available evidence, the current rate of 140,000 a 
week is limited directly by supplies of steel and of 
labor. While automotive purchasing agents are scour- 
ing the market for metals, labor recruiting teams have 
fanned out in all directions from Detroit. Production 
is now being maintained only at considerable extra 
cost, since it is dependent on foreign and conversion 
steel, and on heavy overtime. Yet schedules point 
still higher for the second quarter. 


A COMPETITIVE MARKET 


The net effect of all this is to give Detroit the 
appearance of unhesitating and exuberant optimism. 
But the words of dealers, credit executives, and bank- 
ers, whose viewpoints are oriented around markets 
rather than production, have been more hesitant, and 
less exuberant. 

There are, indeed, grounds for thinking that the 
industry’s production pace is only partly a reflection 
of optimism; that it is also an extremely competitive 


1In the fourth quarter of 1952, the rapid rebuilding of strike- 
depleted automotive inventories, of manufacturers as well as of re- 
tailers, apparently accounted, directly, for about half of the total 
growth of inventories (although the industry accounts for only about 
a tenth of total business sales). The fact that the fourth quarter is 
usually a period of seasonal liquidation of new-car stocks and factory 
components accounts for the sharp bulge in the seasonally adjusted 
inventory component of GNP. In the first quarter, new-car stocks 
have continued to rise rapidly, but seasonal adjustment will eliminate 
most of the rise from the GNP inventory figure, which will apparently 
show a considerable dropping off from the $8-billion annual rate of 
the preceding quarter. 

*Since the end of Regulation W, sales of automobiles (new and 
used) have accounted for about one third of the rise in total con- 
sumer credit outstanding. 


Dealers’ New-car Stocks on the Rise 
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attack on a market in which actual and threatened 
contraction of margins has made volume—high vol- 
ume, and as soon as possible—an overriding objective 
of individual producers.! It may be worth noting that 
“the industry’s production goal” is only the sum of 
the goals of these individual producers, all of them 
anxious to expand their portion of the total. 

While automobile manufacturers are performing 
miracles of production in Detroit, the eyes of analysts 
have focused on the less spectacular, but perhaps 
more educational, operations of dealers throughout 
the country. The greater the miracle in Detroit, the 
more acute the marketing problem in the hinterland. 

At the time the industry completed its one-millionth 
1953 car, something like 41 million cars of pre-1953 
manufacture? were crawling America’s roads—over 
ninety cars for every one hundred occupied dwelling 
units. American consumers were spending about 4.5 
cents out of every dollar for tires, tubes, parts, repairs, 
fuel, tolls and insurance—about as much as they 
spent in a relatively prosperous prewar year. Family 


Rebuilding a Normal Car Stock 
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ownership of cars is now considerably higher than in 
prewar years; car ownership per family is at or above 
its prewar relationship to real disposable income per 
family. 

It is true that many of these measures began to 
radiate warning signals as early as 1950, the year of 
the industry’s all-time high in new-car output and 
sales. In retrospect, those warnings should not have 
been ignored, but they required careful interpreta- 
tion. That year marked not an end of backlogs, but 
a pronounced change in the impact of postwar car 
production on the automobile market, and in the 
character of the remaining deferred demand for cars. 
In 1950, the whole mechanism of the industry and its 
market began to shift away from expansion of car 
ownership, and toward improvement in the age distri- 
bution of cars on the road. 


CAR STOCKS NEAR NORMAL 


The symptoms of this change were the approaching 
normalcy of total car stocks, as indicated by admit- 
tedly rough prewar standards; the beginning of con- 
traction in dealer margins; the accelerated decline of 
the average age of registered cars; and, fundamentally 
to all the others, the reappearance of large-scale scrap- 
page. By the end of 1950, manufacturers found that 
waiting lists for almost all models had dwindled. The 
postwar policy of “long-term pricing’? had been 
liquidated, partly by rising car prices, and partly by 
the increasing adequacy of the total supply.* Since 
1950, and despite production controls and the steel 
strike, the character of the new-car market has been 
very different from earlier postwar years. In a word, 
it has been competitive. 

At the time of Korea, the resurgence of automobile 
production had brought the number of cars under 
three years old back about to its late prewar relation- 
ship to total car stocks. Cars under five years old, 
while more numerous than in 1941, were still a some- 
what smaller percentage of total car stocks, and there 
were no cars at all in the five-through-seven age group, 
which included 20% of all cars in service in 1941. 

At the other extreme, cars ten years old and older 
were more numerous by about 10 million, and con- 


‘Manufacturers may also be considering the possibility that the 
new-car market in 1953 will revert to the seasonal pattern that pre- 
vailed in prewar years, when new-car sales normally ran at peak 
levels throughout June, and then declined very sharply. Assuming 
a prewar seasonal, the 1.7 million cars scheduled for the second 
quarter would yield a 5.7-million annual rate. Assuming a postwar 
seasonal pattern, the rate would be about 6.4 million. 

Inclu es cars for business and government use. The number of 
these cars is substantial—about one seventh of all registered passenger 
cars—but many such cars provide services of a kind not very dif- 
ferent from family-owned cars, and substitute for them in some degree. 
_ *Pricing below the market to achieve such long-term goals as 
improved competitive positions, better public relations, more stable 
prices. 

{In 1949, car prices advanced sharply, while income and the con- 
sumer price index declined. In most statistical analyses of new-car 
demand, considerable importance is attached to the ratio of auto- 
mobile prices to retail prices in general. 
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The Postwar Rise in Scrappage 
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stituted more than 40% of total car stocks, as com- 
pared with about 17% in 1941. About 3.3 million 
cars (9% of the total) were at least fifteen years old, 
compared with fewer than .5 million (2% of the 
total) in 1941. 

Between mid-1946 and mid-1949, the average age 
of cars slipped downward only slowly, from about 
9 years to about 8.5 years. In the next two years, as 
scrappage increased, it fell to 7.1 years. Ensuing 
reductions in both production and scrappage slowed 
the decline, and by mid-1952 the average age stood 
at about 6.8 years—still considerably above the 
prewar norm of 5.5 years. 

But average age is far from an ideal measure of 
the state of the car stock: it tells very little about the 
saddle-shaped age distribution of cars that has char- 
acterized recent years—the high proportion of rela- 
tively new and relatively old cars, with a gap in 
the middle representing no or little production in the 
years 1942-1947. Some measure of the peculiarities of 
this distribution is afforded by the erratic behavior of 
the “median age” statistic—that age for which the 
number of cars younger is equal to the number of 
cars older. In 1951, the median fell through the 
whole middle range of the age distribution, dropping 
from 9.2 years to 4.9 years. While the average age 
-is still above prewar, the median age is now below 
prewar. 

While rising production in the postwar years was 
increasing the proportion of relatively young cars, 
deferred scrappage was increasing the number of rela- 
tively old cars. Until mid-1948, even 1932 and 1933 
models clung tenaciously to life, and it was not until 
the beginning of 1950 that 1935 and 1936 models were 
scrapped in any substantial number. 

Assuming a normal scrappage rate of about 7% of 
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cars in use annually—a percentage that is fairly char- 
acteristic of late prewar years—delayed scrappage 
during the years 1942-1946 amounted to about 5 
million cars. In the years 1947-1950, actual scrap- 
page fell about another 4 million short of theoretical 
scrappage. In all, deferred scrappage accounted for 
9 million cars on the road in 1950. 

In the twelve months following Korea—when new- 
car production and sales soared to a record—scrap- 
page also increased rapidly. The modal scrappage 
model rose from early 1936 cars to early 1937 cars, 
and vehicles of these years disappeared from the road 
in droves. For the first time, substantial scrappage of 
the latest prewar models appeared. Scrappage doubled 
for 1938 models, tripled for 1939 models, quadrupled 
for 1940 and 1941 models. For all four models, scrap- 
page rose from 300,000 to 900,000, and accounted for 
almost half of the total year-to-year increase in the 
scrappage rate. In the ensuing year, when production 
declined because of controls, scrappage remained 
quite high; well over a million cars of the 1938-1941 
vintages were scrapped, more than one third of total 
scrappage. 


ROAD BLOCKS TO THE SCRAP HEAP 


In 1951 and 1952, scrappage exceeded the theoreti- 
cal rate by about 1 million cars. But at mid-1952, 
about 8 million cars, for which scrappage had been 
deferred, still roamed the country.1 While the stock 
of cars on the road may no longer be subject to dra- 
matic expansion, there is evidently a large reservoir of 
replacement demand left over from the eight years 
preceding 1951, and only barely touched in 1951 and 
1952. 

The excess of old cars is the industry’s principal 
ground for optimism. There are other grounds, of 
course. Real income has moved so far beyond the 
range of prewar data that trend extrapolations point- 
ing to a relative normalcy of total car stocks may 
contain serious error. The strong postwar trend to 
suburbanization may have raised the norms of car 
ownership. And a recent survey by the Federal Re- 
serve has indicated a confident buying attitude on the 
part of consumers. These are imponderables that 
could be of importance—and car sales in the second 
quarter may provide some measure of them. But 
the weight of evidence has suggested to most analysts 
that the number of cars on the road is not likely to 
rise in 1953 nearly so rapidly as it did in pre-Korea 
years. 

If total car stocks are no longer subject to rapid 
expansion, then heavy industry production schedules 
now mean something quite different from what they 
meant in 1949 and 1950: they imply a substantially 


1Arrived at by subtracting excess scrappage in 1951 and 1952 from 
the scrappage deficiency of the years 1942-1950. The figure checks 
roughly with the apparent excess of cars more than ten years old, 
calculated from the prewar age distribution. 
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higher level of scrappage. And while the 8 million 
over-age cars provide a large base for high scrappage, 
the high proportion of relatively new cars—and the 
absence of any middle-aged cars—in a sense block 
the road to the scrap heap. 

Between 1948 and 1951, the percentage of new-car 
buyers trading in (or selling) an older model rose 
from about 75% to 81%. The percentage is probably 
somewhat higher now. And the proportion of new-car 
buyers trading in postwar models has without doubt 
risen much more rapidly. Used-car stocks of relatively 
recent models are already heavy. All these elements, 
together with the rapid pace of new-car output, point 
to the possibility of a sharp drop in used-car prices 
for late models, and industry analysts have been 
watching these prices very closely. 

The same possibility is suggested by another key 
element in the car market. Scrappage has already 
moved into the latest prewar models, but there is no 
sign of any volume scrappage in early postwar models, 
the average price for which remains well above the 
scrappage yield. If scrappage of late prewar cars 
is to be high, an increasing number of used-car buyers 
will, therefore, have to negotiate the jump from pre- 
war models to postwar models. And if the jump is to 
take place on a large scale, many owners of prewar 
cars will have to move up to 1948 models, since pro- 
duction volume in 1946 and 1947 was low. 


POSTWAR USED CARS COSTLY 


For the used-car buyer, that is an impressive and— 
at current prices—costly jump. Used-car buyers are 
typically holders of small amounts of liquid assets, 
and are heavily dependent on trade-in value and in- 
stalment credit. The percentage of used-car buyers 
using credit reached 60% in 1951, and apparently rose 


further in 1952. In fact, a substantial portion of the 
rise in automobile instalment credit since the end of 
Regulation W may be traceable to efforts of used-car 
buyers to negotiate the gap between prewar models, 
with only scrappage value, and postwar models selling 
at a relatively high price. 

Because of the abnormal age distribution of the 
car stock, the filtering-down process, which makes 
room for new cars at the top, thus seems now to be 
more than usually dependent on either or both of 
two conditions: a drop in used-car prices for late 
models, and continued heavy resort to instalment 
credit. To the extent that used-car prices fall, how- 
ever, new-car demand may be proportionately weak- 
ened, since a substantial number of new-car buyers 
depend on trade-ins to offset the price. 

In recent months, the used-car market appears to 
have softened noticeably, although not radically. 
New-car dealers, in turn, complain of a further nar- 
rowing of margins, which have been declining ever 
since the car market shifted from expanding stock to 
replacing deferred scrappage. If prices and margins 
on new and used cars! were to fall in coming months, 
the whole filtering process from new-car sale to scrap- 
page could accelerate; narrower margins, and inven- 
tory losses on the part of used-car dealers and car 
owners, would in effect absorb the impact of high 
production. Stable car prices, combined with rising 
income, would have the same beneficial effect. And 
continued willingness (and ability) to resort to credit 
on the part of potential car buyers would certainly 
lessen direct pressure on the car market. But under 
current conditions, and despite the excess of old cars 
on the road, Detroit’s production schedule creates a 
marketing problem that bears watching. 


ALBERT T. SOMMERS 
Division of Business Economics 


‘At this writing, one of the industry’s big three has announced a 
considerable across-the-board cut in the prices of new cars and trucks. 


Business Book Shelf 


The Economics of New England: Case Study of an Older 
Area—A diagnosis, prognosis and suggested therapy for 
the economic ailments of the region. Dr. Harris, who was 
a member of several government committees that studied 
New England, gives his views as an individual, which to 
some extent disagree with official conclusions. Seymour 
E. Harris, Harvard University Press, Cambridge, Massa- 
chusetts, 1952. $4.75. 


Some Observations on Executive Retirement—After a 
brief description of company retirement plans as they are 
today, and the trends they seem to be following, the 
author outlines what companies can do to stimulate their 
executives to prepare for their retirement days. Division 
of Research of the Graduate School of Business Adminis- 
tration, Harvard University, Boston 63. $3.75. 
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CORPORATE FUNDS IN 1952 


New capital requirements were heavy, but well below needs in 1951 


HE MOST striking aspect of the corporate finan- 

cial picture of 1952 was a sharp drop in new- 
capital requirements. Mainly because of a marked 
flattening in the rate of inventory growth, the corpo- 
rate sector operated with an additional investment of 
only $31.0 billion, 23% less than the $40.3 billion new 
capital requirements of 1951. 

More than half these funds came from internal 
sources—retained profits and depreciation furnishing 
$17.5 billion. Net new issues of stocks and bonds con- 
tributed another $8.0 billion. The remaining $5.5 
billion represents an expansion of current liabilities. 

Almost 75% of the new capital acquired by the 
corporate sector in 1952 went toward the purchase of 
new plant and equipment. Inventories took an addi- 
tional investment of only $1.0 billion, and an increase 
in current assets (other than inventories) resulted 
in an additional investment of $7.0 billion. 


PLANT OUTLAYS AT ALL-TIME HIGH 


Corporate outlays during 1952 for new plant and 
equipment reached an all-time high. From an expendi- 
ture of $16.4 billion, on average, in the years 1946 
through 1950, and $22.2 billion in 1951, investment in 
new facilities rose to $23.0 billion in 1952. 

Significant in the appraisal of the current rate of 
investment in new plant and equipment is the fact 
that in 1952, as in 1951, the volume of funds directed 
at the acquisition of fixed assets was substantially 
greater than the amount of new capital made avail- 
able from internal sources (depreciation and retained 
earnings). In 1951, under the impetus of defense 
needs, outlays for new plant and equipment had 
risen sharply, exceeding funds available through in- 
ternal sources by $4.4 billion, or 25%. In 1952, the 
difference rose to $5.5 billion, or more than 30%. In 
the postwar years prior to 1951, the average annual 
expenditure for new plant and equipment was about 
- equal to the volume of funds made available through 
depreciation and retained earnings. 

The book value of corporate inventories rose only 
about $1.0 billion in 1952. This contrasts with 1950 
and 1951, when inventory accumulations represented 
a substantial portion of new capital requirements 
(20% in 1950 and 25% in 1951). Expansion of inven- 
tory holdings was confined to the durables manufac- 
turing and the nondurables retailing sectors: whole- 
salers, manufacturers of nondurable goods, and dur- 
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able goods retailers showed a net reduction in inven- 
tory holdings (partly because of declining prices) . 

In spite of the dramatic effect the absence of ex- 
tensive inventory accumulations had on capital re- 
quirements during the past year, corporate inventories 
at the end of 1952 stood at an all-time high, in physical 
terms as well as dollars. However, considering the 
expanded volume of business achieved during 1952, 
particularly in the late months of the year, these in- 
ventories lose much of the onus that might be attached 
to them. 

Current assets, other than inventories, increased 
$7.0 billion during 1952, slightly less than the $7.9- 
billion rise in 1951 and substantially less than the 
$15.1-billion step-up in 1950. Cash, deposits and hold- 
ings of United States Government securities increased 
$2.0 billion, bringing to $9.8 billion the rises effected 
since 1950. Receivables increased by $4.5 billion, com- 
pared with $4.6 billion and $9.9 billion in 1951 and 
1950. Liquidity, as measured by the ratio of current 
assets to current liabilities, showed a slight improve- 
ment during the year, reversing a downtrend that 
started in 1950. 


SOURCES OF FUNDS 


A decline in corporate profits, after taxes, from $18.7 
billion in 1951 to $17.1 billion was largely attributable 
to reduced profit margins, which in turn may be 
traced partly to inventory losses ($.8 billion) as 
opposed to inventory gains ($1.3 billion) in 1951. 
Together with a slightly larger volume of dividend 
payments, the decline in profits resulted in a sharp 
reduction in the volume of retained earnings. Undis- 
tributed corporate income during 1952 amounted to 
$7.0 billion, 22% less than the $9.0 billion of 1951 and 
40% less than the $11.6 billion of 1950. 

About 55% of earnings were paid out as dividends, 
as against the 48% and 42% distributed in 1951 and 
1950. Although dividend payments historically vary 
directly with earnings dollarwise (and inversely per- 
centagewise) , the last two years have seen a reversal 
of this relationship. 

Funds set aside to replace depreciated plant and 
equipment continued to grow in importance as a 
source of corporate funds. Depreciation charges 
amounted to $10.5 billion, about 20% more than in 
1951, and 35% greater than in 1950. For the year 
ending last December 31, depreciation charges pro- 
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Sources and Uses of Corporate Funds’ 
Billions of dollars 


Item ani RE ay pp BOM | RAS el bere es | 
Uses: 
Plant and-equipment,... .ou. at asic «ec. -o lele s+ «shalt mere 12 7, 4 9 2 23.0 
Increase in current assets—Total.......... 0.000 c cece eee ees 10.6 0 aL ba | 8.0 
Inventoriess(book value)..co. cesar o- Bi aide cae eee eh ols 11.2 .6 0 2 1.0 
Receivables....0... 38S .8 ce eet SRR a Ae Oe Oe 4.8 5 9 6 4.5 
Cash, deposits and U. S. Government securities.............. 4.7 +) 9 9 2.0 
Otherietirrent assets ct. foe no heise s diols, oss here eager iale oars -.7 : 2 3 4 5 
Lee, ST ses GRRE PNG RTE CHORE CUS. FEE OPIS He, ec 23.3 4 .0 3 $1.0 
Sources: 
Retamed proutevcencs ts. cre cae ce er et sei eigen ete omer 7.6 6 8 .0 .6 0 7.0 
Deprecintionseie . Sa. Me SAE a. Siete ARE: 4.3 2 i2 “2 8 8 10.5 
DNetinie wa tsatles 2c ae 6 Bese: $30 Sra die: slag reais baat = coakinaee 2.3 4 9 9 a 4 8.0 
SSUQCIS Mate ain Ren ern coe wacinua erate the Sati senile aletmcsiatscs "oars eiato ens 1.3 at: 2 .6 ri f 8 2.5 
Bonds: Sanco ee ty es ee le AT eee 1.0 eb ny | 3 .0 .6 5.5 
Increase in’ other liabilities :4\....15.5@.oonele BORE AG ieee oe) 8.8 2 rh 12 .0 8 5.5 
MORES PESLOANS foo xs pore Mt cites Sh RS inchs Reet i ag scehoys 6 at at idl 9 9 1.0 
13d rel A Gent eras Ae heel Reine. iteration (i Senet andn « pebebinerera: Sucre S27 6 ay 9 a) 22 1.5 
"Trade ‘payables? 7.2500. 2A EER, ATS 4.0 .6 a2 0 Ui a 2.5 
Federal income-tax liabilities................0 eee e cence eee -1.6 OMS 8 3 4 6 -1.0 
Other curren telia Diliticser cg econg shtai Prete hicusoouias crap ustsueleaisrnns 2.1 0 3 3 5 8 1.5 
PP OLAUSOURCES coat tera te tee at neonate wietelersascainselarn.e Stress ol feces 23.0 32.4 29.0 14.9 41.1 .0 31.0 
Discrepancy (uses less sourceS).............ccccsceeeseeeccceees i 5 -.7 5 -1.1 is ras 
*Less than $.5 billion. _ ; 2Preliminary and based on incomplete data. Estimates have been rounded 
1Excluding banks and insurance companies. to nearest $0.5 billion. 


Source: Department of Commerce 


On One Side of the Ledger . . 
30 


OTHER LIABILITIES 
STILL INCREASING 


SECURITY FLOTATIONS 


25, DEPRECIATION INCREASING 
AT NEW HIGHS 


AS SOURCE OF FUNDS 


ZU, Ag Ly ip 


1946 *47 48 49 °50 ’51 752 1946 °47 48 49 ’50 °*51 752 1946747 487 749 "507" Se 52 
. . . And on the Other Side 


INVENTORY 
ACCUMULATIONS 
LEVEL OFF 


OTHER CURRENT ASSETS 
INCREASING 


YOOO.4 
nererere Meee 
ArOre; Weene, 


DOO 


erote. 
weretete 
SHS 


Oj 


eres 5 
SOS 


1946 *47 °48 °49 °50 ’51 °52 1946 "47 "48 *49 °50 "51 52 1946 '47 "48 °49 ’50 ’5I ’52 
Billions of dollars 
Sources: Department of Commerce based on Securities and Exchange Commission and other financial data 


BUSINESS RECORD 


vided more than a third of total new corporate funds. 

Fluctuations in the growth of depreciation charges 
during the postwar years reflect the rapid amortiza- 
tion allowances granted during World War II and 
the current period of mobilization. From 1946 through 
1949, corporate depreciation charges increased by 
about $1.0 billion annually. By 1950, most of the 
rapid amortization allowances of the last war had run 
their course, and the rate of growth in depreciation 
charges which had characterized the postwar period 
fell off. By 1952, however, a second wave of acceler- 
ated depreciation charges had come into being. As of 
the end of last year more than $14 billion worth of 
new facilities for which rapid amortization certificates 
had been granted had been put in place. Of this 
amount, about 58% was eligible for accelerated write- 
off. The effect has been to raise depreciation charges 
for 1952 by more than $1 billion.1 This distortion will 
continue at least through 1956-1957, when the new 
facilities of the current period are fully written off. 
At that time, a flattening out in depreciation charges 
may materialize. 

Although net new security issues during 1952 were 
slightly higher than in previous years, reflecting the 
need for external funds in the current expansion move, 
the distribution as between types of securities showed 
a strong change. Net new issues of stocks dropped 
from the $2.8-billion level of 1951 to $2.5 billion in 
1952. Net new issues of bonds, on the other hand, rose 
sharply from $3.6 billion in 1951 to $5.5 billion.? 

The predominance of debt financing in the total 
demand for outside funds stems in part from the 
comparative costs involved. Although equity financ- 
ing costs were historically low (see table), comparing 
favorably with other periods of high economic activ- 
ity, debt financing costs, as measured by bond yields, 
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were substantially lower; and this differential was un- 
doubtedly an important factor in the heavy recourse 
to debt financing. However, since 1950 the average 
spread between debt and equity financing costs has 
narrowed somewhat. 

Manufacturing corporations apparently accounted 
for about 70% of corporate expenditures for new 
plant and equipment,’ and absorbed 42% of the funds 
obtained from the securities markets. This repre- 
sents a continuation of a marked change from the 
pre-Korean experience. In the years 1948 through 
1950, the manufacturing sector accounted for roughly 
60% of total expenditures for new plant and equip- 
ment, and only 20% to 30% of total security offerings. 
The 1952 relationship of net security issues by the 
manufacturing sector to its outlays for new plant and 
equipment was 28%; in pre-Korean years the relation- 
ship ranged between 10% and 20%. 

The rise of $5.5 billion in “other” liabilities during 
1952 was well below the $18.0-billion and $15.8- 
billion increases incurred in 1950 and 1951. A large 
part of this change resulted from a reversal of the 
relationship between tax accruals and tax payments 
that had prevailed in 1951 and earlier years. During 
times of rising tax rates and higher corporate income, 
as in 1950 and 1951, increased taxes provided a tem- 
porary source of financing, since the provision for 
these taxes, as they accrued from current operations, 
exceeded actual payments (based on previous years’ 
earnings). During 1952, however, narrowed margins, 
and direct and indirect effects of the steel strike, re- 
duced corporate profits and tax liability. Tax pay- 
ments in 1952 exceeded accrued 1952 liability by 
$1.0 billion; in 1950 and 1951 liability exceeded pay- 
ments by $7.4 billion and $5.6 billion—G. T. 


1Assuming that the average life of plant and equipment is forty 
years for plant and fifteen for equipment, and that corporate cap- 
ital expenditures are distributed between plant and equipment in the 
same ratio as total business capital expenditures for new plant and 
equipment. 

2These are preliminary figures based on incomplete data. In- 
dications are that net new issues of stocks will be revised upward by 
about $.5 billion and bonds downward by about $.2 billion. 

3 stimated from data on plant and equipment expenditures of total 
(including nonincorporated) business and the proportion of corporate 
business activity to total business activity among industry groups. 


Bond and Stock Yields 


Per cent per annum 


Common Stock 
as ividen i 
vial : Pace Hatio 
Average for period 
OSA 26 a eres omyette 5.5 5.5 10.5 
1 eas is a as ee. Face 5.2 3.5 6.2 
TOAQ ALE Baitthe < dcteets 3.5 5.7 8.4 
LOAS a, Tania ss ole os 3.1 5.7 12.6 
BOOM, cist. ts araars os /abe 3X 2.9 6.4 12.7 
VOGMers crn torts <ieak 3.1 6.2 9.4 
DG Cine te aartherte sath 3.2 5.6 fae) 
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100 Largest Manufacturing Corporations in 1951 


Dollar Figures in Millions 


Company 


. Standard Oil Co. (New Jersey)....... 
. General Motors Corp................ 
USS eSteeliGorpaeces thence es sccte cee tte 
E. I. Du Pont de Nemours & Co..... 
. Standard Oil Co. (Indiana)........... 
. Socony Vacuum Oil Co.............. 
. The Texas Company................ 
~~ Rord Motor Cot iicnns <2 saceitennds 
. Bethlehem Steel Corp............... 
102 Gulf Oil Corps s ccctecsse erie cote 
11. General Electric Co................. 
12. Standard Oil Co. of California........ 
13. Cities Service Co................... 
14. Westinghouse Electiic Corp.......... 
15. Union Carbide and Carbon Corp..... 
16. International Harvester Co.......... 
17. Shell Oil ' Com. eee. ee eee. 
18. Sinclair Oil Corp.................+-. 
OS Chrysler: Corp ooo eesus. ssi, sicie ls hess te 
20. Republic Steel Corp................. 
21. Phillips Petroleum Co............... 
22. Western Electric Co................. 


© CAE Crm 0 0 


24, Anaconda Copper Mining Co......... 
25. Goodyear Tire and Rubber Co....... 
26. Kennecott Copper Corp............. 
27. Aluminum Co. of America........... 
28. Dow Chemical Co.................. 
29. Jones & Laughlin Steel Corp......... 
30. R. J. Reynolds Tobacco Co.......... 
31. International Paper Co.............. 
32, National Steel Corp................. 
33. Eastman Kodak Co................. 


36. Atlantic Refining Co................ 
37. Liggett & Myers Tobacco Co......... 
38: Swit 6 Co sad. sen). te heres. Lethe 


40. UiS: Rubber. Co}. i. 2.3.. nen. bcsec. ot 
41. Armco Steel Corp................... 
42. Distillers Corp._Seagrams, Ltd....... 
43. Youngstown Sheet & Tube Co........ 
44. Schenley Industries, Inc............. 


53. National Distillers Prod. Corp........ 
54. DeereS Casco. cn swite casas canes 


56. Pittsburgh Plate Glass Co........... 
57. American Cyanamid Co............. 
58. Celanese Corp. of America........... 
59. American Smelting & Refining Co... 
60. Singer Manufacturing Co............ 
GY; Pure, Oui Coo 8:0 a hk ee 
62, Allis-Chalmers Manufacturing Co.... 
63. Phelps Dodge Corp................. 
64. Weyerhaeuser Timber Co............ 


Net 
Worth 


Invested 
Capital 


Income 


Number 


Employ- 


301. 
216. 
256.7 
276.7 


2 
a 
. . . . . . . . . . . . . . . . . . . . ve . . 
Co OOO ATTWO KH IP OSOWORDOSOOW ASS OWW SPWAIWIOHOAAMHWOWOVWHDOAWH DDOWH 


3,786 .0a 
7,465.6 
3,509.7 
1,531.1 
1,539.1a 
1,528 .5a 
1,416.8 
n.d. 
1,793.1 
1,439.45 
2,319.3 
975 .4a 
828 .9a 
1,240.8 
927.5 
1,277.3 
915.3 
809 . 0a) 
2,546.7 
1,052.76) 
610.0q) 
985. 
942 
459. 
1,101. 
451. 
534. 
407. 
564 
814 
637. 
618. 
542. 
975. 
2,215. 
561 
539 
2,524 
818. 
838 
534 
786 
483 
450. 
502. 
1,038. 
599. 
576. 
376 
266 
518. 
570. 
466. 
433. 
Q74. 
404, 
388. 
202. 
530. 
$07. 
329. 
457. 
258 .2 
213.2 


8 i~a) 
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= 
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39.7 


Divi- Number 
dends of Stock- 
Paid holders 
249.6 | 254,000 
$63.2 | 481,672 
103.5 | 268,226 
171.3 | 138,168 
45.0 | 116,800 
57.2 | 156,904 
83.9 | 113,642 
n.a n.a 
44.9 98,207 
45.4c| 36,576 
85.9 | 252,993 
74.5 | 104,857 
19.4 | 201,531 
32.3 | 102,912 
57.6 | 102,460 
$1.8 71,000 
40.4 17,743 
24.2 | 100,687 
65.2 78,573 
25.3 65,229 
$1.5 70,233 
$1.5 n.a. 
24.7 75,017 
30.4 | 118,616 
15.2 44,693 
64.9 87,657 
20.2 14,186 
17.57 | 32,732 
12.2 38,818 
22.6 71,734 
27.6 30,390 
22.0 n.a. 
27.4k| 69,510 
14.2 17,606 
3.0 36,714 
15.7 25,936 
21-0 36,300 
13.9 64,496 
25.2 49,133 
15.8 26,201 
14.9 50,174 
14.0 10,157 
10.1 14,616 
8.7 15,210 
26.6 26,800 
18.5 63,797 
10.4 20,588 
6.4m} 14,389 
17.0 | 186,592 
11,67} 19,238 
17.1 15,241 
15.3 28,935 
16.9 45,904 
16.4 19,300 
11.5 40,243 
18.1 14,980 
16.8 $3,418 
21.5 37,836 
21.9 30,621 
10.8 5,274 
12.2 36,876 
10.0 29,667 
30.4 $2,118 
15.6 n.a. 


120,000 
469,197 
301,328 
86,878 
49,740 
64,000 
39,747 


.a. |136,584 


152,578. 

46,800d 

210,200f 
32,339 
n.d. 
108,654 
65,000 
93,461 
$1,319 
22,112 
114,850 
69,545 
20,618 
90,161 

15,9799 
39,672 
83,810 
26,594 
n.d. 
17,845 
43,622 
16,681 
35,357 
29,933 
69,100 
83,170 
64,000 
20,116 
10,000 
76,000 
16,328 
65,083 
28,032 
10,900 
26,202 
11,800 
28,000 
43,399 
41,625 
20,267 
57,657 
36,219 
26,327 
34,195 
11,000 
26,598 
8,383 
29,330 
22,000 
14,486 
32,995 
n.d. 
n.d. 
36,650 
13,251 
13,823 
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SSETS of the one-hundred largest manufacturing 

corporations—size being determined by reports 

for 1951—amounted to $64.6 billion at the end of 

1951, an increase of $7.5 billion over the preceding 

year end. Over the same period, net worth and in- 

vested capital rose by $3.4 billion and $4.5 billion, 
respectively. 

Previous Business Record tabulations had been 
limited to fifty companies and excluded those of 
petroleum and copper. These latter companies are 
now included, and the list has been expanded from 
fifty to one hundred. Sales of ninety-eight of these 
companies totaled $75.7 billion in 1951, an increase of 


147 


$9.3 billion, or 14.0%, over the previous year. The 
other two companies were the Ford Motor Company, 
which did not report sales in 1950 and 1951, and the 
Singer Manufacturing Company, which did not report 
in 1950. 

With the increase in federal taxes ($1.7 billion) 
greater than the increase in income before taxes ($1.2 
billion), the corporations netted about half a billion 
less than they did in 1950. The amount paid out in 
dividends decreased by a little more than $100 million. 

Data for the number of stockholders, employees, 
or employment costs are lacking for many of the 
companies. The totals for companies reporting in 


100 Largest Manufacturing Corporations in 1951—Continued 
Dollar Figures in Millions 


Cc Total Net Invested 
SPMPANyY Assets Worth Capital 
65. Reynolds Metals Co................. 333.6 80.2 | 267.8 
66. Tide Water Associated Oil Co........ $28.1 | 277.3 | 277.3 
67. General Foods Corp................. 321.2 | 190.0 | 247.7 
68. Continental Oil Co.................. 312.1 | 263.7 | 264.0 
692) Borden: Co perercats 65 Ssayscrmcce > ye: speed 301.5 172.0 232 .0 
70. American Viscose Corp.............. 299.6 | 230.2 | 230.2 
71. Continental Can Co................. 299.5 | 178.1 | 242.5 
72. Sunray Oil Corp...........:....-... 289.3 | 179.9 | 260.2 
73. Standard Oil Co. (Ohio)............. 288.6 | 195.8 | 234.2 
74. Burlington Mills Corp............... 275.7 | 164.5 | 230.6 
75. Crown Zellerbach Corp.............. Q71.1 } 175.1) 213.9 
76. Monsanto Chemical Co..............] 270.5 | 167.2 | 197.5 
77. Philip Morris & Co., Ltd............ 265.1 | 124.1] 156.1 
WO OMOON COnccnca oc oon ec ce ones os 265.0 934.0 234.2 
79. J. P. Stevens & Co..................}) 264.8 170.6 200.6 
80. Caterpillar Tractor Co...............] 254.1} 143.4 | 161.4 
81. Wheeling Steel Corp..............-. 248.5 | 141.8] 192.7 
S22 Cocay Cola’ Cony. & e250 em pee ee = 244.8 166.2 167.4 
83. Kaiser Steel Corp.................. 237.0 95.0} 207.5 
84. Skelly Oil Co... 052.60. 00600228. 233.9 192.5 205.5 
85. United Aircraft Corp................ 230.7 | 133.0} 133.0 
86. National Lead Co...................| 230.3 | 147.6 | 147.6 
87. Richfield Oil Corp.................. 230.3 | 187.5 | 187.5 
88. Borg-Warner Corp.................. 229.2) 151.7 | 151.7 
89. American Radiator & Standard Sani- 
FARR DED ON 8 Mri Ae DeASee ait 215.6 | 164.0] 164.0 
90. Bendix Aviation Corp............... 209.5 | 103.9] 103.9 
Ope Pullmans INnCs.coe8 ofa e+ Seis snes 208.2 | 129.2) 184.2 
92. Nash-Kelvinator Corp...............| 207.8 | 119.8] 139.8 
93. Owens-Illinois Glass Co..............| 206.5 | 141.1] 151.1 
94, St. Regis Paper Co................-. 204.6 106.5 164.1 
95. Remington Rand, Inc............... 201.4 82.6 147.6 
96. United States Gypsum Co........... 197.6 | 156.7] 156.7 
97. General American Transportation 
(Oh caise Pas (a eaeagior) Pee een 195.0| 79.4| 172.6 
98. National Biscuit Co................. 188.0 | 129.3 | 129.3 
99. Avco Manufacturing Corp........... 182.7 88.6 | 113.6 
NOOO rane CO: cain ee ree aces oo eee 182.1] 146.8 | 146.8 


1After state and foreign income taxes, except in the 
cases of American Smelting and Refining Company, 
Singer Manufacturing Company, Standard Oi] Com- 
pany (Ohio), Dow Chemical Company and Crown 
Zellerbach Corp. 

aGross operating income. 

bSales and operating revenue. 

cExcludes $211,880,998 stock dividend. 

dincludes employees of non-consolidated companies. 


fIncludes the number of, and the amounts earned, 
by employees working on nucleonics projects operated 
for the United States Government. 

gF ull-time employees in U. S. only. 

hIncludes Canadian income tax. 

jExcludes $16,548,178 stock dividend. 

kExcludes $60,118,600 stock dividend. 

mExcludes $35,847,474 stock dividend. 

nExcludes $17,262,981 stock dividend. 


s Income Federal Income Number | Employ- 
ales Before Income After dends_ | of Stock- | of Em- ment 
Taxes) Taxes Taxes Paid holders ployees Costs 

215.7 48.1 32.3 15.8 1.8 5,996 | 19,000 n.a. 
397.3 50.8 13.7 37.1 13.8 23,424 | 11,508 53.3 
632.5 48.8 28.3 20.4 14.2 65,350 | 21,313 83.1 
379 .8a 58.3 17.0 41.3 24. 3t | 29,508 8,546 38.4 
732.1 36.7 18.6 18.1 12.0 51,479 | 32,475 WOR Fs 
269 .9 68.5 45 A BS a 11.3 17,049 | 19,389 82.2 
460.66 31.6 16.4 15.2 6.9 32,947 | 27,699 120.1 
125.7a 36.9 12.6 24.3 13.7 63,367 2,219 na. 
294 .9a 32.4 9.3u 23.1 8.9 27,025 | 11,030 51.5 
310.1 25.2 11.5 Vel 9.7 16,954 | 33,005 n.a. 
246 .0 56.3 32. 4h 23.9 10.1 17,192 | 12,621 57.3 
272.8 62.9 39.4 23.5 12.7 19,981 | 13,866 60.8 
306.7 27.9 15.3 12.6 8.6 14,053 3,707 13.8 
209.4 57.9 16.2 41.7 19.7 33,162 5,854 29.0 
349.5 42.1 21.3 20.8 10.1 7,093 | 25,313 n.d. 
393.8 36.2 20.4 15.7 12.3 19,157 | 28,584 111.3 
227.1 51.1 33.7 17.4 6.1 11,527 | 15,434 75.4 
295.7 52.0 95.8 26.1 21.4 21,293 | 11,541 n.d. 
117.9 20.3 9.9 10.4 3.1 | 28,700 7,330 n.d. 
197.la 41.5 10.4 31.1 8.5 3,750 4,590 n.d. 
417.56 $2.2 18.0 14.3 7.70 | 37,260 | 43,347 169.0 
389.9 59.6 36.6 23.0 16.6 21,365 | 14,436 n.d. 
186.5a 54.5 26.3 28.2 14.0 11,421 4,592 n.a. 
369.2 57.9 36.7 21.2 12.3 92,521 | 21,897 94.5 
$05.1 56.7 34.7 22.0 15.4 67,004 | 17,697w 97.2 
340.5 32.0 20.2 11.8 9.5 28,091 | 38,686 144.0 
252.7 26.2 16.0 10.3 6.6 30,920 | 16,707 NA. 
401.1 31.1 14.9 16.2 10.9 43,622 | 24,613 96.1 
309.7 48.3 31.3 17.0 12.2 14,937 | 25,696 114.4 
196.0 37.3 20.5 16.8 4.8 19,700 | 13,457 n.d. 
Q2'7 A 34.1 19.0 15.1 5.22} 30,829 | 36,410 117.6 
188.1 50.9 31.1 19.8 11.7 10,905 | 10,350 34.3 
119 .3y 12.1 5.8 6.3 3.9 11,347 6,900 n.a. 
329.9 31.9 15.7 16.2 14.3 66,682 | 29,480 114.1 
286.6 Q2 1 12.0 10.1 5.7 63,288 n.d. n.a. 
270.4 28.0 12.6 15.3 6.7 20,565 | 17,939 79.1 


gSales and service revenue. 

eIncludes foreign income tax. 

tExcludes $24,292,290 stock dividend. 
uIncludes state income tax. 

eExcludes $15,158,589 stock dividend. 

win U. S. only. 

zExcludes $3,424,752 stock dividend. 

yGross income from manufacturing and service. 
n.a.Not available. 


Sources: Annual reports of the companies and the Securities and Exchange Commission. 
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both years are: number of stockholders (eighty-four 
companies) 1951 — 5,253,584, 1950 — 4,975,371; num- 
ber of employees (eighty-three companies) 1951 — 
3,933,736, 1950 — 3,733,628; employment costs (sixty- 
four companies) 1951 — $14,882 million, 1950 — $12,- 
754 million. 

In addition to the totals for the one-hundred larg- 
est corporations, totals are also shown in a separate 
table for the fifty corporations listed in The Business 
Record for December, 1951. 


Totals for One Hundred Largest Companies in 1951 
Millions of dollars 


1951 


PLOUAL ASSGUS fete hase Oa TO 6 see teutaee 64,608 .3 57,085.5 
Net worth.o...... 9@iidds tituskroatot 40,905 .8 37,494.7 
Invested: capitals jis ssa umes «> da 47,840 .0 43,325 .6 
RS LCH INGE rere oc ea arceieintarercts oe ate 75,966 .6 66,349 .0a 
Income before taxes...............005 11,714.2 10,550.9 
Federal income taxes..............005 6,310.3 4,611.8 
Income after taxes ocd os sini oslo seers at 5,404.4 5,938.9 
DViIdends.,.nobena Sa ei cotherat sok s toatia 2,836.5 2,942.7 


Note: Totals for sales, income before and after taxes, federal income taxes, and 
dividends exclude Ford Motor Company, for which no data are available. 


aExcluding Singer Manufacturing Company; no figures available. 
Sources: Annual reports; computed by THe Conrgerence BoarpD 


Totals for Fifty Largest Companies in 1950' 
Millions of dollars 


ec I TEE 


Item 1951 1950 1949 
Total assets............. 36,788 .3 32,346 .2 27,874.6 
IN@E WORK; co caenian ce cio 21,818.8 20,087 .3 18,019 .2 
Invested capital......... 25,456. 1 22,922 .0 21,144.6 
lea ooo eer iieverace etarsters 49,817.5 43,689 .la 37,247 .7a 
Income before taxes..... 7,341.2 7,002.7 4,504.6 
Federal income taxes.... 4,595.6 3,462.4 1,737.7 
Income after taxes....... 2,745.9 3,540.1 2,766.9 
Dividends: i cau... cies 1,629.7 1,911.1 1,417.2 


Note: Totals for sales, income before and after taxes, federal income taxes, and 
dividends exclude Ford Motor Company, for which no data are available. 

1Totals are for the corporations listed in the Business Record for December, 1951. 

aExcluding Singer Manufacturing Company; no figures available. 


Sources: Annual reports; computed by THe ConrERENCE BoarD 


Financial reports are not published by some large 
corporations. Campbell Soup Company, Hughes Tool 
Company, Lever Bros. Company, Eli Lilly & Com- 
pany, and Joseph Schlitz Brewing Company are ex- 
amples. It has for obvious reasons been impossible 
to consider these corporations in selecting the one- 
hundred largest manufacturing corporations. 


Anita R. BecKERMAN 
Division of Business Economics 


Budgeting for Retirement 


A minimum budget for an elderly couple should include 
$149 a month if the home is owned, $175 a month if rent 
is paid, according to a recent study by Dr. Henry W. 
Steinhaus. 

The breakdown of these totals among major expenditures 
is as follows: 


Item Monthly Cost 
Housing 

HOI OWHEO stabs oe ches favoie «fas BOrs s Fh ee SIS voles $26.00 

Home rented...) .255<.4.a966.. ae Be. ae 52.00 

OO se wieieint Ske st. Piotee w+ SoG Fels Se ws Ge abs 68.00 
DI GtNIN Gee acs cbse Wik dois breathe ote Mite oo eB 10.00 
Household operation and furnishings........... 16.50 
Personal. chtoasnabok Bat o.6c0.29:<.. teas. Be «See 4.50 
Moedicalicare ies (ck 4 ws.nd hath oth a Bee BE 10.00 
Recres hones tits gtet o.c2 atte B hi. aehes Gutrs ott 8.00 
PLPansportatyon ie «ass se accel fos deat tee sce 6.00 

Total—home owned.................00000% $149.00 

Total—home rented.................000005 $175.00 


Food—the low-cost diet prepared by the Bureau of 
Human Nutrition and Home Economics of the Department 
of Agriculture—represents the largest single item in this 
budget. Its cost per month varies only slightly among the 
ten cities examined (from a low of $66 in Birmingham to 
a high of $70 in Boston). These amounts may be consid- 
ered to be rock bottom, since the budget assigns a major role 
to the low-cost meat of the day and assumes that the 
couple will go after bargains. 

Housing takes the second largest expenditure, whether 
rented or owned. Half the amount usually required for 
renting accommodations, however, would be needed for 


taxes, utilities and upkeep on a home that is owned mort- 
gage free. 

Wide variations exist in housing costs among the thirty- 
four cities priced by THe CoNFERENCE Boarp for Dr. Stein- 
haus. The monthly rental for an apartment specified by the 
Federal Housing Authority and a committee of the Public 
Health Association to be suitable for an elderly couple ranges 
from a low of $41.33 in Scranton to a high of $67.58 in 
Milwaukee. These amounts include the cost of electricity, 
heat, gas and water. 

There is not much that can be done about planning in 
advance of retirement for food outlays, except to provide 
the cash income to meet them. But there is something that 
can be done to keep housing costs down. To this end, Dr. 
Steinhaus highly recommends the purchase of a home for 
occupancy after retirement. He suggests that important 
advantages of owning a mortgage-free home—besides cutting 
current housing costs in half—are that it helps to estab- 
lish credit for emergency loans, provides an asset that can 
be converted into cash or income, and if the house is 
large enough it may permit additional income through 
room rental or boarding. 

Studies of asset holdings and resources of persons over 
sixty-five today indicate that the value of home ownership 
is appreciated by them. A large proportion own their homes 
(e.g., see The Business Record for November, 1952, page 435, 
for a discussion of home ownership among OASI benefi- 
ciaries) —Dr. Henry W. Steinhaus, Research Assistant, 
Equitable Life Assurance Society, excerpt from paper pre- 
sented at The Conference Board’s Regional Meeting in 
Cincinnati on March 19, 1953. 
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FINANCIAL NOTES AND FOOTNOTES 


The March "squeeze" was definitely more stringent 
than had been generally expected. Apparently the 
Treasury found it necessary to borrow more heavily 
to meet interest and maturity payments than it had 
planned to do—if indeed it had expected to borrow 
at all. The reports of member banks seem to make 
it clear that there was considerable tax-payment bor- 
rowing by industry—more than had been expected, 
and definitely more than last year. 

The net of all this was reflected in the Federal 
Reserve statement as of March 18. For that date, 
loans and discounts of member banks at the Reserve 
banks were somewhat down from the high figure of 
the week before, but that was possible only because 
Reserve holdings of governments rose by $110 million 
and float by $436 million. Total Federal Reserve credit 
outstanding was nearly a quarter-billion higher than 
the week before. 

But the situation in the money market and related areas 
has, quite apart from the special March 15 date, been 
relatively tight right along. Federal funds have con- 
sistently hovered just below (at times even with) 
the discount rate. Commercial paper rates have been 
advanced, and the price of longer government bonds 
moved into low ground at about the middle of March, 
after having failed to show consistent strength during 
the month or two previous to that time. 

For a good while it has been commonly asserted 
that many large investors are inclined to wait an- 
nouncement from the Treasury as to the terms on 
which it would offer long-term obligations sometime 
during the first half of the year. One result is, accord- 
ing to this theory, that bidding on available paper is 
not so vigorous as it otherwise would be. Here, of 
course, is an explanation which once again in a certain 
sense places the Treasury in the driver’s seat. 

The current situation is, however, quite different 
’ from that which prevailed for some years when any 
appraisal of the money market outlook regularly be- 
gan and usually ended with guesses as to what the 
Treasury was planning to do. Then it was largely a 
matter of arbitrary determination of interest rates 
and bond yields by the authorities at Washington, 
who could make their wishes effective through the 
Federal Reserve System. 

Now the reason for the widespread interest in the 
plans of the authorities in Washington is found in the 
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hope that the Treasury is ready to respect the natural 
forces in the market place and to defer to the verdicts of 
a market more or less unrigged, and will accordingly in 
due course offer investments on a better yield basis than 
is now available in the market place. 


But there are other and more fundamental factors 
at work. It is asserted in some quarters that the pros- 
pective offering of a large issue of debentures by a 
corporation of good credit rating was likewise a factor 
in restricting orders for existing issues. If this was 
true, and there is no good reason to doubt that there 
is substance in the idea, the conclusion is inescapable 
that investment funds are at this moment far from in- 
exhaustible in relation to the demand for them. 

That such a state of affairs should develop in a market 
into which the banking system no longer is inclined to 
pour limitless funds can scarcely be regarded as surpris- 
ing. Business last year drained out of the money mar- 
ket more funds than during any similar period in 
history. Offerings so far this year have continued 
very substantial. Demand for mortgage money has 
been greater than anticipated, and the steady if not 
dramatic outflow of gold has reached a significant 
total. 

A similar state of affairs is clearly seen in current 
bank statements. Total loans (excluding interbank 
loans) of weekly reporting member banks have de- 
clined from the peak in December only about half as 
much as was the case last year. They stood on March 
4 at a figure about four and a half billion above the 
year before. Commercial, industrial and agricultural 
loans by that date had moved down a little more 
than the year before, but still stood more than a billion 
and a half above the corresponding point in 1952. 

Meanwhile, gold stocks were down more than $600 
million, while required reserves of member banks 
were $700 million greater. Loans and discounts at 
the Reserve banks and government holdings of these 
institutions have been declining from their December 
peak about as rapidly as they did last year, but both 
were substantially higher on March 4 than a year 
earlier. 

All this seems to add up to the fact that for the time 


being at least the money market has lost much of the 
appearance of an inexhaustible pool of limitless funds. 


—F.W. J. 


Business Outlays for New Plant and Equipment 
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SELECTED BUSINESS 


INDICATORS 


8From July 1 to end of month indicated 


January 
y 


237 
317 
196 
165 
142 
361.6 
460 
616 
14,305 
20,910 
111 
123 
24,338 
43,682 
23,972 
72,876 
686 
362 


89.7 
109.9 
99.6 
113.1 
113.9 
95 
55,072 
1,892 
13,447 
41.1 
1.740 
280.5 


79,983 
22,933 
16,555 
193.3 
5,061 
5,737 
4,082 
—9,969 


aJanuary, 1952 


1953 
Ttem Unit Febcuntys 
Production and Business Activity— 

Industrial production, total (S)............ 1935-39 = 100 239 |r 
Durable (S)PH PIECE BES: oe Io Be 1935-39 = 100 321 |r 
Nondurable goods (S)..............e000- 1935-39 = 100 197 
IMTS A ISLS) eeorarettere ctciecere secerevexs; sie sere toveveretone 1935-89 = 100 160 

Consumer durables (S)...... hae Has Te 1947-49 = 100 n.d. 

Machine tools seevir tre cor sees an hence oe 1945-47 = 100 354.1} r 

Construction contracts awarded, residential .|| million dollars 419 

Construction contracts awarded, other...... million dollars 603 

Retail sales (S)...............24- ae Sena million dollars 14,755 |r 

Retail inventories (S)*............. Pens ote million dollars n.a. 

Department store sales (S)................ 1947-49 = 100 112 |r 

Department store inventories (S)*.......... 1947-49 = 100 n.a. 

Manufacturing sales (S)................... mnillion dollars n.a. 

Manufacturing inventories (S)?............ million dollars n.a 

Manufacturing new orders (S)............. million dollars n.a. 

Manufacturing unfilled orders*............. million dollars n.a. 

Carloadings, total®................. eee ee thousand cars 683 

Carloadings, miscellaneous®................ thousand cars 373 

Prices, Wages, Employment— 

Basic commodity prices‘....... a Boles oaetetes 1947-49 = 100 88.7 

Wholesale commodity prices, all........... 1947-49 = 100 109.6 
MET PR ois rat cle ie gah i ndtn se, 9,0 'asasiaio- acne 1947-49 = 100 97.9 /r 
andustrial.2ss 2. ss ce ces eee aighaiatalelacerorete 1947-49 = 100 113.1 ]r 

Consumers’ price index........ A GAP 1947-49 = 100 113.4 

Farm parity price ratio........... adh wxaltind 1910-14 = 100 94 

Non-agricultural employment........ aaieias tke thousands 55,558 

Unemployment............... nee. et ee thousands 1,788 

Factory employment..................... thousands 13,538 | r 

Average weekly hours worked, manufact number 41.0 

Average hourly earnings, manufacturing. ...|| dollars 1.742 |r 

Personal income (S)§................cee00 billion dollars n.a. 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 70,957 

Business loans’........... wap Ta amd 5 ated. million dollars 22,750 

Consumer instalment credit outstanding’. . .|| million dollars n.@ 

Privately held money supply’.............. billion dollars na 

Federal budget receipts................... million dollars 5,479 

Federal budget expenditures............... million dollars 5,595 

Defense expenditures................... ..|| million dollars 4,012 

Federal budget surplus or deficit, cumulative§} million dollars || -10,085 

z = ; : : 

re ohacaare for seasonal variation ae eng jena daily spot market prices 

1End of month $140 centers 

S Average weekly TAverage of Wednesday figures 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. 


Nationa] Machine Tool Builders Association; Treasury Department; Tae ConFERENCE Boarp 
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1952 
December February 
| 
235 222 
314 284 
193 190 
168 167 
134 
355.0 279 .6 
439 396 
1,029 489 
14,408 13,406 
20,799 20,681 
115 106 
119 11 
24,276 22,634 
43,824 43,178 
24,386 22,721 
72,520 66,82 
664 727 
343 371 
90.4 104.0 
109.6 112.5 
99.2 107.8 
112.9 114.2 
114.1 112.4 
96 100 
55,812 53,688 
1,412 2,086 
13,529 12,820 
41.7 40.7 
1.732 1.644 
280.0 263.4 
87,824 68,738 
23,167 21,140 
16,513 13,314a 
194.5 185. 
6,003 5,553 
7,124 5,105 
4,538 3,555 
—9,293 


Percentage Change 


Latest Month | Latest Month 
over over 
Month Ago Year Ago 


+0.8 Te7, 
+1.3 +13.0 
+0.5 +3.7 
-3.0 4.2 
+6.0 +42.0 
=e) | +26.6 
-9.0 +5.6 
—2k +23 .3 
+3.1 +10.1 
+0.5 +11 
+0.9 +5.7 
+3.4 +4.2 
+0.3 +725 
-0.3 +1.2 
1.7 +5.5 
+0.5 +9.1 
-0.4 -6.1 
+3.0 +0.4 
Lae -14.7 
-0.3 —-2.6 
at ey —3;2 
0 =O 
-0.4 +0.9 
—15k -6.0 
+0.9 +3.5 
-5.5 -14.3 
+0.7 +5.6 
0.2 007 
+0.1 +6.0 
+0.2 +6.5 
-11.8 +3.2 
-0.8 +7.6 
+0.3 +24.3 
-0.6 +4.4 
+8.3 -1.3 
2.5 +9.6 
7 9 


n.a.Not available 
pPreli 


iminary 
Dodge Corp.; Federal Reserve; 
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Is the business cycle still alive and vigorous? Or is it 
dead? That is, have we learned how to avoid wide fluc- 
tuations in business conditions? 


Essentially this question was posed. at a recent Confer- 
ence Board round table meeting. The immediate response 
was varied but general skepticism of the notion that our 
economy had become depression proof was evident 
enough. 


Associates and friends of The Conference Board have, 
however, not been willing to let the matter rest. Critiques 
of both that meeting and of various current opinions still 
come to hand. One of the latest of these, and one which 


is certainly not of the ordinary or garden variety, comes 
from Alexander Sachs whose ideas have on more than one 
occasion added interest to Conference Board meetings. 


Mr. Sachs takes the position that there exists an “ortho- 
dox business cycle theory" which years ago attained 
“canonical status''; that this theory has not succeeded 
in explaining, or in laying a basis for foreseeing, major 
changes in the business situation; and that this theory is 
now in a position closely similar to that of the Ptolemaic 
system of astronomy when Copernicus appeared upon 
the scene. 

Mr. Sachs tells his own story in the following article. 
The Conference Board would be glad to have the views 
of others, especially regarding Mr. Sach's position. 


A CRITIQUE OF “THE CYCLE THEORY” 


By Alexander Sachs, Economic Adviser 


been some very striking instances of theories that, 

after having attained canonical eminence, became 
confronted with strikingly discordant facts. Then for 
long stretches the adherents to the theory devise ex- 
planations for the exceptions. These explanations and 
adjustments strike those who do not have a vested 
interest in that theory as very unsatisfactory. So 
eventually someone emerges with a very different and 
even contrary theory; and out of the ferment of the 
continuing dialectic and criticism that characterize 
research there emerges a realization that the prior 
theory was shockingly mistaken and irrational. 

The outstanding illustration is Ptolemaic astronomy 
with its epicycles as adjustments for the discrepancies 
and the superseding Copernicanism—the latter hav- 
ing been once explained by Einstein in a conversation 
as originating from Copernicus’ feeling that the geo- 
centric theory was absurdly complex and artificial.t 

A variant of this pattern is the contemporary twi- 
light of uncertainty that overwhelms the Darwinian 
theory of evolution. Paradoxically, in the decade fol- 
lowing the rediscovery of Mendelianism by Professor 
Bateson at Cambridge, a volume was published by the 
. Cambridge University Press, under the editorship of 
A. C. Seward, which celebrated the sweep and depth 
of the transformation of all human disciplines by 
Darwinism. Apart from the retrospectively faithful 
ones like Julian Huxley, most contemporary biologists 
are quite dubious about comprehensive Darwinism 
and are uncertain as to what is a correct theory of 
evolution. 

In the case of physics, the relativity theory has dis- 
placed the classical Newtonian theory. But contem- 


I THE HISTORY of scientific thought there have 
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porary physics has not yet effected an adequate syn- 
thesis for the challenges to Einsteinism that have 
come from the convergence of Heisenberg’s principle 
of indeterminacy and quantum mechanics. At the 
same time, the relativity theory of Einstein, and more 
particularly the earlier and more philosophical version 
of the Minkowsky theory, has become and remains 
the canonical theory... . 


EVOLUTION OF A THEORY 


Without pausing to sharpen the instances cited, 
the tenor of the foregoing is that theories experience 
careers of very different types. Apart from those 
which develop by cumulative improvement and those 
which undergo revision within the same matrix, the 
more important are those which get replaced and 
superseded. Moreover, there are situations in science 
—treating science as a human enterprise or “scienc- 
ing”—when the process of patching up theories that 
are at variance with some crucial facts becomes un- 
satisfactory to scientists. They sense themselves sus- 
pended between an old theory not quite “exploded” 
and a substitute that will command the convictions of 
“sciencing” scientists who are thereby stimulated to 
new discoveries. 


1Ptolemaic—geocentric—epicyclical: The Ptolemaic system of as- 
tronomy was built on Greek foundations and embodied in Ptolemy’s 
Almagest. Appearing in the second century A. D., it regarded the uni- 
verse as geocentric—that is as a system of which the earth was the 
center, the other heavenly bedies revolving about it. It was epi- 
cyclical in that the planets were believed to move in circles of their 
own which in turn revolved around a larger circle about the earth. 

Copernicus, in his system published in 1543, accepted much of the 
Greek-Egyptian system, but radically differed with it in certain 
basic factors. His system was heliocentric—that is, the sun rather 
than the earth was the center of the system—and relativity of motion 
replaced the former theory of epicyclical rotation about the earth 
fixed in¥space.—( All notes by Editor, not Author.) 
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That is the real question about business cycles: Is 
the Mitchell-National Bureau theory of business cycles 
a type of Ptolemaic astronomy, or is it in the twilight 
stage of the theory of evolution? Alas, not a single one 
of your speakers! seemed to be at all perceptive of 
the real issue. What is more, they not only confused 
their subject with the totally different one of what is 
ahead for the instant so-called cycle. They also 
neglected to throw light on why that individual cycle 
has differed so markedly from what the canonical 
theory regards as the cycle—and that type-definitive- 
ness was explicitly stated in your discussion title. 


FINDS CYCLE THEORY WANTING 


On analogy with evolution, the challengers of Dar- 
winism are not denying that variation of species as a 
fact, nor are they denying mutations. But it is the 
natural selection theory and the cosmogony of Dar- 
winism? that have lost the hold on most or a great 
many of biological researchers. Business fluctua- 
tions are not denied. But the cycle pattern—detached 
from the political and social complex and external im- 
pacts, and complexly dependent upon rhythms, leads, 
and lags of imputed per se causal factors—that is 
what has come to be questioned. 

To persons who have been in the flux of adjust- 
ment to the hypostatized® cycle through the critical 
years of this generation, it has been recurrently ap- 
parent that the high priests of business cycles have 
been invariably wrong. Practicing economists who 
have lived through that period will, I believe, be in 
agreement as to the equivalent of crucial experiments 
illustrative, if not demonstrative, of the erroneousness 
of the exponents of the theory. Foremost is the 
case of Wesley Mitchell’s chapter concluding the two 
volumes of “Recent Economic Changes,” published 
just before the crash of 1929, in which he contended 
that there was little wrong with the situation. 


LIVING THROUGH THE GREAT DEPRESSION 


Of coeval importance, but not yet recorded, is the 
sequel to that episode that occurred in mid-1931. By 
early 1931, the Bureau, using all of its measures, was 
convinced that recovery from the Great Depression 
was afoot, and chapters were being assigned to busi- 
ness-cycle scholars. It was known to some of the 
inner circle that I had predicted the Great Depression, 
and had developed a then unique measure of the 
world-wide strain on commodities related to total 
liquid resources in the balances of payments. So Wes- 
ley Mitchell asked me to attend the organizing con- 
ference, with a view to my accepting the assignment 
on the international aspects. 

While attending a post-Hoover Moratorium meet- 

Wee explanatory introduction to article. 

*Cosmogony of Darwinism—In other words, “The Origin of Species.” 
ated pan more popular language; assumed, or perhaps 


ing and feeling terribly blue about what would follow 
the collapse of that belated effort, I remained in a 
sort of suspended stammer whenever Professor Mitch- 
ell pressed me to say something. 

Then the late Robert Warren, on his own, felt im- 
pelled to tell the group that I was overwhelmed by a 
sense of doom—that there would be a collapse of the 
gold standard, in the form of suspension of gold pay- 
ments by Britain in the course of the imminent climax 
to the three interacting international crises of (1) eco- 
nomic and commodity deflation; (2) security move- 
ments and capital flight incident to the vain struggle 
to maintain the solvency of great banking institutions; 
and (3) the concurrent struggles between France and 
Germany over the Austrian Anschluss and reparations 
due dates and defaults. Robert Warren also added 
that these views of mine, which had been communi- 
cated to him, were regarded as extreme by any and 
every banker consulted, but he personally was com- 
ing to agree with me. 

Under the prodding of Arch W. Shaw, who at once 
saw the market implications and exclaimed, “This is 
the most bearish view I have yet heard,” I somehow 
managed to find utterance that could be responsive 
to the challenge addressed to me by Professor Mitchell. 
That challenge was that if the gold standard disap- 
peared, then the props of business cycles would be 
removed; and that there was, anyhow, enough gold 
in the world and that the United States and France 
would lend Britain enough money to maintain the 
gold standard evolved since Queen Elizabeth. 


SAW BREAKDOWN OF DEBT STRUCTURE 


The first utterance of mine was that the business- 
cycle theory was completely irrelevant to the Great 
Depression and constituted a piece of economic Ptole- 
maic astronomy. For the new phase of the Great 
Depression revolved around the breakdown of the 
economic framework of the Versailles Treaty and the 
whole postwar capital reconstruction and debt pyra- 
mid built on the foundations of the political settle- 
ments. I used then, for the first time, the analogy 
that I later developed in London just prior to the 
climactic crisis. The analogy was the collapse of the 
debt structure which was resolved by the reforms of 
Solon, keyed into the seisachtheia! of debts. Having 
allowed a commodity deflation that rendered insolv- 
ent all raw material economies, including American 
agriculture—debt contraction and the lightening of 
the burden of debt would have to be the essential 
prerequisite for recovery. 

Hence the utter untimeliness and intellectual in- 
validity of the enterprise of a book on recovery from 
the Great Depression. The following miniature state- 


'Seisachtheia—A term applied by the Greeks to th 
Solon which freed slaves who owed their hirtlnes rei wiecntes 
debt, and forbad loans in the future secured by the person of the 
debtor. Literally, the word means a shifting or shaking off of burdens. 
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ment of a prophecy of doom and salvation, as con- 
veyed to that gathering, was greeted with incredulity: 


“This summer marks the entry of the Great Depression 
on the climactic phase of vanishing international debts, 
devaluation of the major international trading currency, 
and consequential adjustments, while the financial ty- 
phoon will be shifting to the United States and bring in 
train a banking crisis corresponding to the incipient run 
on the Credit-Anstalt of Vienna and the prospective run 
on the Bank of England. 

“Only after the release of readjustment forces from the 
exhaustion of the liquidation and the new level of debt 
realignments from the factual devaluation of sterling will 
there be in process a trough that will permit selective dis- 
tinctive recovery phenomena and what I would call re- 
fiation of money and currency. 

“Out of that expected confluence of forces will come 
recovery, first in the British Commonwealth and then in 
the United States. The duration of all that process may 
be given as not less than a year and more probably not 
less than two years, or 1933.” 


WERE THEY "INTELLECTUAL ESCAPISTS"? 


History, of course, has confirmed it to the letter 
and to the timing. Such was the crucial experiment in 
history in the wake of a prior demonstration of the 
unfitness of the conventional country-delimited busi- 
ness-cycle analysis for the problems that confronted 
the world in the Great Depression and in the subse- 
quent recovery. The inheritors of the cycle theory 
and the academic world have been intellectual escap- 
ists, and all of them were negligent in not facing up to 
the need of rethinking on the orthodox business-cycle 
theory, inclusive of the distinctive variation upon it 
that Professor Schumpeter devised. 


APPRAISING THE '37-'38 RECESSION 


Once during the postdepression epoch, namely in 
1937-1938, we had what seemed to be a cyclical reces- 
sion. But, as I had maintained in my forecast of that 
recession and in the advice initially given for pre- 
venting it, its causes were extra-cyclical in rather 
complex ways. While what the Federal Reserve and 
the banks thought were economic inflationary forces 
did start to develop in late 1936—namely, rapidly ad- 
vancing commodity prices and rather extensive in- 
flows of gold—the notable economic fact was that the 
_ American recovery, far from being completed, was 
only then approaching the line of the long-term trend. 
For the whole year 1936, industrial production, on a 
trend-adjusted basis, was still below that normal, and 
only in the ensuing year did it barely intersect rather 
than cross that normal on the upside. The gold inflow, 
which continued with momentum in 1937, was misin- 
terpreted by the Federal Reserve Board and our 
banks as an international cyclical phenomenon and 
led to the gold sterilization policy of 1937. 


APRIL, 1953 


153 


In early 1937, the Treasury and the Federal Re- 
serve, contrary to advices that were given privately 
and publicly by Mr. Parker Gilbert and myself, em- 
barked upon deliberate monetary deflation. Secretary 
Morgenthau, in the prior autumn, had indicated his 
decision to balance the budget; and on the top of it 
came the decision of the Federal Reserve to compound 
the fiscal deflation by banking deflation in the effort to 
prevent a monetization of the gold influx. Thus the 
monetary fiscal policies served to depress government 
bond prices and also corporates; and, in a situation of 
shortage of reserves for the banks, the capital market, 
as later pointed out, could not function to supply the 
funds for the maintenance of the emerged uptrend 
and recovery in durable goods. These financing diffi- 
culties were thus particularly depressant for an econ- 
omy that had not yet an accumulated recovery related 
to the prolonged prior underproduction. The utterly 
unprecedented new element, quite outside of any 
cyclical conjuncture, was the passage in 1936 of the 
undistributed-profits tax, which necessitated extra 
heavy disbursements of the very earnings that were 
needed to be retained as a capitalization base for an 
expanding durable goods economy. 

As to the recession, the paradox that had no ana- 
logue in prior cyclical history was that the unfinished 
recovery was, so to speak, hit on the head by deflation- 
ary policies towards external funds and by an internal 
drain of the normal corporate accrual of funds in 
the form of retentions of the incremental growth in 
earnings from the recovery itself. Inasmuch as capital 
markets had only been opened up the prior year or in 
1935 through the removal of barriers that were left 
in the initial SEC legislation, the deflationary policies 
on money rates and on the banks, when introduced 
early in 1937, served to clog up, quickly and effec- 
tively, the new-issues market. On the other hand, 
the inflow of foreign funds, not having come here from 
international economic forces, was of no help as a 
source of new-issues capital. 


THAT GOLD FROM ABROAD 


What both the governmental and the banking com- 
munity missed—and at the time even challenged— 
was the nature of the capital influx from late 1936 
through 1937. Contrary to prevalent views it was 
urged by this writer that the gold inflow was capital 
flight from the emerged and accruing international 
unsettlement in the wake of (1) the Nazi reoccupation 
of the Rhineland; (2) the collapse towards the end 
of 1936 and early 1937 of the League’s effort to check 
the Italian aggression against Abyssinia; (3) the tri- 
umph of that aggression by the spring of 1937; (4) the 
reopening of Japanese aggression against China and 
Japan’s accession to the Hitler axis; and (5) the 
accumulating evidence that the Nazi-Fascist inter- 
vention in Spain would also triumph. While the then 
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Allied governments were pursuing policies of appease- 
ment, the breakdown of “collective security” and the 
growing might of the aggressor powers increased the 
fright and hence the flight of capital. 

Notwithstanding the appeasement policies, Britain 
had to embark on an extensive defense program which, 
while retrospectively modest, did heighten the de- 
mand for commodities and_ hence lent extra-cyclical 
impetus to the upward trend for commodities that 
up to then had been cyclical in character. Addition- 
ally, Italy’s African war concluded in 1937, and the 
enlarging Spanish and Japanese wars provided their 
stimuli to the sharply advancing prices of metals and 
the like. Yet these advances, when they were occur- 
ring, were misinterpreted here as due solely to internal 
economic manipulation and were thus mistakenly at- 
tacked by the Administration. 


"DEFLATION COMPOUNDED!" 


Returning then to the dual political causation of 
the recession, we have first the political policies of 
the then New Deal operating through monetary and 
fiscal organs. Treating the internal forces as a quali- 
tative half of the total, the combination of monetary 
deflation and fiscal drain on the corporate economy 
constituted what in forecast and fulfilment I called 
“the constriction of capital formation.” These in- 
ternal deflationary forces that had adverse economic 
consequences were aggravated by repressive political 
policies as follows: 


(1) The Administration’s fostering of mounting 
labor demands for higher wages as settlement, so 
to speak, of the contribution of labor to the re- 
sounding success of the 1936 Presidential election; 

(2) The toleration of the sit-down strikes, as be- 
tokening a new phenomenon of the helplessness of 
resistance to such demands; 

(3) The blaming of corporate managements for 
the defense-induced advances and limited war push- 
ing-up of world commodity prices; and 

(4) The Presidential pressure for the domination 
of the Supreme Court by means of “court packing,” 
and the implied threat to the whole future of the 
“due process” clause and the position of private 
property. 


INVENTORY BUILDUP NOT THE CAUSE 


The external political threats have already been 
sketched. While at the time they did not appear to 
involve the United States, the very novelty of a short- 
of-peace period constituted a beclouding of perspective 
for economic recovery here as well as abroad. The im- 
mediate effect was the gold influx from Europe which 
compounded our internal monetary deflation. 

In the light of all that, the inventory problem for 


the uncompleted American recovery, far from having 
been the cause, was the result of the recession. In 
contrast with the theory that has been popularized 
by academic economists without awareness of the 
above-described internal and international causes, 
this writer holds that our then capital goods recovery, 
having started from the very depressed levels of 1935, 
did not and could not have generated excess inven- 
tories as early as 1937, in the face of the small plant 
and equipment expenditures—both in absolute terms 
as well as relatively to the prolonged capital goods 
depression of the first half of that decade. The mis- 
taken and manipulated reversal of recovery brought 
about the inventory problem. Indeed, economic con- 
traction and living off inventories proved the graver 
because of continued fiscal burdens on the corporate 
economy and the continuance of gold sterilization 
throughout the whole of 1937. 


THREE BASES FOR RECOVERY 


Because we have lacked a rational economic history 
for that recession and have tried to interpret it by 
distorted and foreshortened cyclical analysis, the 
emergence of resumed recovery from mid-1938 on has 
remained opaque. That emergence was due to three 
notable facts, to wit: (1) reversal of the gold steriliza- 
tion policy, in accordance with the advice given by 
this writer to President Roosevelt in January, 1938; 
(2) reversal of the concomitant money-rate advances 
and banking deflationary policies; and (3) the politi- 
cal check to the New Deal that became apparent from 
the primaries of the late spring of 1938 that was spelled 
out in the autumn, 1938, Congressional elections. In 
the course 1938, it also became apparent that the 
undistributed-profits tax would be repealed, and 
Senator Pat Harrison and other Senators announced 
their readiness to effect tax reforms, including re- 
vision of the capital gains taxes—the source material 
for which was prepared by the late Hugh Johnson and 
myself. 

In summary, although the inaugurated reversal of 
gold stabilization and other monetary deflation— 
from a realization of the true international causes 
—started the recovery by mid-1938, it proved to be a 
recovery because of removal of the “constrictions on 
capital formation,” and because of arrestment of 
political repressive policies, after the demonstrated 
failure of the President’s effort at political purging of 
opponents in the election of 1938. 


IN-BETWEEN THEORIES 


The reorientation attempted in the foregoing treat- 
ments of both the Great Depression and the interlude 
readjustment in the later Thirties means that the old 
cycle theory is certainly dead, and a new cycle theory 
has not yet come into being. 
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Retail Prices: What has happened to them 
since 1952 all-time high 
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CONTINUED DECLINE in food prices in Feb- 

ruary brought THe Conrerence Boarp’s ten- 
city food index down 2.2%. The all-items index fell 
0.8%. Over the year span, the food index declined 
2.4% while the all-items index rose 0.6%. This over-all 
change was brought about by increases in the housing, 
fuel and sundries indexes. The February all-items 
index stood at 177.3, bringing the purchasing value 
of the dollar to $.564 (January, 1939 = $1.00) as 
against $.560 in the previous month. 


DOWN 1.99% FROM ALL-TIME HIGH 


Comparison of the February, 1953, index with the 
level reached in August, 1952, is of some significance. 
In August, 1952, the index was at an all-time high of 
180.8%. This record was 12.4% above the last pre- 
Korean month of June, 1950. All components in- 
creased in this period, with clothing rising the least 
(5.0%), and food the most (17.8%). 

Since the high point of August, 1952, the all- 
items index has dropped 1.9%. The food index also 

reached its highest value in August, 1952, and since 
then has dropped 6.4%. Housefurnishings declined 
slightly (0.7%); the clothing index remained at the 
same level. These latter two components have been 
slowly declining from their all-time highs reached in 
1951. 

The other three components—fuel, housing and 
sundries—have continued upward since August, 1952. 
From August, 1952, to February, 1953, the fuel index 
rose 3.8%, housing 3.0% and sundries 1.5%. Never- 
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FOOD INDEX 
STILL ON DECLINE 


theless, the drop in food and the steadiness of clothing 
and housefurnishings have brought the all-items index 
down from its all-time high of August, 1952. 


MEAT PRICES LEAD FOOD DECLINE 


The most apparent decline in food prices from 
January to February was again to be seen in meat. As 
in the past few months, beef led the downward trend 
in prices. From January to February the prices of 
all beef items reported in the index showed a decline. 
Prices were also cut on lamb and chicken; pork prices 
were steady to slightly lower. Dairy products con- 
tinued downward in price, with egg prices declining 
the most—about 6%. Shortening and margarine were 
up slightly. 

Flour, cereal and related products were steady. The 
effect of last year’s bumper crop was not reflected in 
the retail prices of flour and flour products. Lower 
prices were reported for most fresh vegetables in most 
of the cities. Onions showed the only consistent 
increase in the ten cities. The largest drop from 
January to February in vegetable prices was in green 
beans, but most vegetables, including white potatoes, 
showed similar declines. Prices of fresh fruits were 
slightly higher. Prices of canned goods were rela- 
tively stable. The same stability was apparent for 
tea and coffee. 


CLOTHING AND FUEL REMAIN STEADY 


There was no over-all change in the clothing index 
in February. Only in the case of men’s shoe prices 
was there any consistent movement, and this was a 
relatively minor increase of less than 1%. There was 
no general activity in the prices of fuel, electricity 
or gas. 


THREE COMPONENTS INCREASE 


Although all three of the remaining components 
rose in February, there was no marked trend or un- 
usual activity reported in any group of items. The 
most noticeable rise in housefurnishings occurred in 
New York City, where prices were up 1.3%. The end 
of the January white sales and semiannual furniture 
sales could easily account for a good part of the 0.4% 
increase in housefurnishings from January to Feb- 
ruary. 


Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 19389 = 100 


: Clothing Fuel? 2] : Purchasing 
Date pelsiseet Food Housing? | — turniab- Sundries gs na 
All Items Total Men’s Women’s Total Electricity Gas mee 
1952 February........... 176.3 230.7 121.1 150.1 166.3 186.5 133.0 90.0 103.7 168.3 169.0 56.7 
Marchi. 2.0000 176.7 231.0 121.2 149.8 166.0 136.1 133.2 90.0 104.3 167.0 170.1 56.6 
A rile te crate ict 178.4 234.3 121.4 149.7 165.8 186.1 183.8 90.0 104.9 166.9 172.1 56.1 
O\ OA ae oRre 178.9 236 .6 121.5 149.4 165.2 186.1 180.6 90.0 104.8 165.5 172.2 55.9 
Juinewoe, cee c tte. 179.0 237.0 121.5 148.8 164.7 185.4 130.9 90.0 104.8 165.0 172.3 55.9 
SE TDLY, sete tthe Sepia ati 180.4 239.8 121.7 148.5 164.6 185.0 181.7 90.0 104.8 164.3 173.6 55.4 
PRUIRUBU cite cisierers coi ts 180.8 240.6 122.0 148.2 164.3 134.7 182.9 92.2 104.8 164.5 174.0 55.8 
September.......... 179.9 237.7 122.1 148.4 163.7 185.5 133.7 92.2 104.8 164.5 174.0 55.6 
Octoberds.nekevien 179.8 236.5 122.7 148.1 163.8 184.8 185.8 92.2 104.6 163.6 174.4 55.6 
November.......... 180.6 238.3 123.3 148.2 163.8 185.0 135.9 92.0 104.6 164.8 174.5 55.4 
December........... 179.3 233 .2 124.1 148.2 163.8 135.0 137.6 92.0 104.6 164.7 175.0 55.8 
Annual average...... 179.1 236.1 122.0 149.1 164.9 135.6 133.4 90.9 104.5 165.6 172.6 55.8 
1953 January............ 178.7r| 230.3r| 124.8 | 148.2] 1683.8] 185.1] 188.17 92.0] 105.37] 162.7 | 176.17] 56.0 
February... ...0< of. 177.3 225.2 125.7 148 .2 164.0 134.9 137.9 92.0 105.3 163.3 176.6 56.4 
Percentage Changes 
Jan., 1953 to Feb., eA -0.8 2.2 +0.7 0 +0.1 -0.1 -0.1 0 0 +0.4 +0.3 +0.7 
Feb., 1952 to Feb., 1953...} +0.6 2.4 +3.8 -1.3 -1.4 -1.2 +3.7 +2.2 +1.5 -3.0 +4.5 0.5 
1 Rents surveyed quarterly in individual cities 2 Includes electricity and gas r Revised 
_ An increase in February in the housing and sundries twelve-month increases brought the all-items index 
indexes continued the general upward movement which to a point somewhat higher than might have been 
has been evident in these two indexes over the past expected considering the decline in food prices. 


few years. The housing index for February was up 


0.7% over January and 3.8% over a year ago; sundries Joan H. Lev 
was up 0.3% and 5.4% for the same periods. These Statistical Division 
General optimistic for the third quarter, while 20% look for a con- 


tinuing high rate of business for the whole year, with normal 


Federal Reserve (Federal Reserve Bulletin, March) —“The : 
ups and downs—no drastic change expected either way.” 


general conclusion to be drawn from the 1953 Survey is 


pe consumers have a confident attitude concerning their lron and Steel 

ancial positions and expect to purchase automobiles and one: 

major household durable goods in large volume this year. <ontvaee Oe ae rae pietahawey \ 

They also plan to purchase new and existing houses in sub- marks point to this: th Sa tore SOT ae Fire 
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! : apparently have money to spend on products made of steel 
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and furniture, are substantially more numerous than they as nde ear: Coa e 5 = ackewt Mae ay errtbck ge 

were a year ago. Intentions to buy refrigerators appear on pata ‘it ss ae ieee of delivery schedules 

little changed from last year. Plans to purchase new and ne 

aoe es in 1953 appear to be slightly more numerous Agriculture 

than they were a year ago. . . . Along with stable or de- Bureau of Agri i ; ; 

clining prices, most nonfarm consumers expect their money released taf ay Agee a aa agit 

incomes to be maintained or to increase this year.” tobacco is expected in the year ahead Emplo Herida 
National Association of Purchasing Agents (Bulletin, consumer incomes seem likely to continue at a high level 

March 4) —“Midyear is still the period of decision in the and consumption of cigarettes, cigars, and snuff probably 

opinion of the majority of industrial purchasing executives. will be as large or larger than in 1952. Smoking tobacco 

Sixty per cent see industrial business leveling off at the consumption may be about as large as last year, but use 

present high rate through June. Beyond that, 20% are (Continued on page 168) 
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WHO OWNS THE NATION’S WEALTH2 


nomical figure of three quarters of a trillion 

dollars—an increase of more than 50% since 
the end of the war. Consumers’ asset holdings (cash, 
insurance, homes, business interests, etc.) are now 
well in excess of $800 billion, with offsetting debts no 
higher than $100 billion. The average family? is cur- 
rently worth nearly $15,000. And despite reports of 
extreme wealth and extreme poverty, that average 
speaks for a large part of the population. A third of 
all families have net worth of $5,000 to $30,000, with 
another sixth owning more than $30,000. Fewer than 
a tenth of all families have more debts than assets. 
Looked at another way, the four fifths of all families 
who earn under $5,000 a year own nearly half the 
nation’s wealth. 


THE YOUNG vs. THE OLD 


While most of the nation’s families have succeeded 
during their lifetime in squirreling away an amount 
more than equal to their income last year, the compo- 
sition of assets and debts differs widely among families. 
As might be expected, young married couples gener- 
ally stand close to the bottom of the list of wealth 
holders. They have not had time to save—and their 
moderate or low incomes do not leave much room for 
capital growth. What assets are acquired early in 
life are usually in the form of household furniture, a 
car, and sometimes a home. Often matched against 
these assets are large instalment and mortgage debts, 
so equities are usually small. 

The years of saving are reflected in the net worth 
of older families. Typically for these families, homes 
and furnishings have long since been owned out- 
right, or nearly so. Higher incomes over the years 
have been siphoned off into investments—securities, 
or real estate, or a summer cottage, or perhaps into a 


EAE WEALTH! has grown to the astro- 


The estimates of consumer wealth contained in this 
' article represent a preliminary bringing together of data 
on total equity holdings (derived from the Federal Re- 
serve, Department of Agriculture, Securities and Exchange 
Commission, Federal Savings and Loan Insurance Cor- 
poration, Brookings Institution, and other sources), with 
data on the distribution of equity holdings (drawn essen- 
tially from the Federal Reserve Survey of Consumer 
Finances). Further details on sources and methods are 
available on request. 
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business. A young married couple, starting from 
scratch, with an income rising from $3,000 to $7,000 
over twenty years, would accumulate from $5,000 to 
$7,000 in equities, figuring an average annual saving 
of 3% of income in the early years and rising to 
11% toward the close of the two decades. 

This is apparently not far from the average experi- 
ence. But millions of older families have been unable 
to accumulate even $1,000 over the years, owing to 
heavy current expenses, long periods of low-income 
employment or unemployment, long illnesses and the 
like. The more fortunate usually point to business suc- 
cess, steady employment; and, sometimes, large inheri- 
tances. While many of the very large wealth holders 
built up their fortunes from scratch by eminently suc- 
cessful business efforts, a major part of the larger col- 
lections of capital are owing to the savings of several 
generations. It has been estimated that wealth sub- 
ject to estate tax (individual holdings in excess of 
$60,000) may approach a total of $170 billion.’ 


ADDING THE ASSETS 


Of the more than $800 billion of consumer assets, 
29% is in liquid form, cash and securities, and another 
6% represents insurance equities. The rest is in “fixed” 
assets—roughly half in personal assets, and half in 
business investments. Owned homes have a market 
value in excess of $200 billion, but outstanding mort- 
gages reduce equities to about $150 billion. Family 
automobiles are valued at about $40 billion, or at 
$35 billion after instalment debts against the vehicles 
are subtracted. Television and radio sets, refrigerators, 
freezers and the like add another $15 billion (before 
debts). No estimates are available for furniture and 
clothing, which, while having a high book value, tend 
to have small market value. 

Among the business investments, real-estate hold- 
ings are the biggest items. The more than $100 billion 
in real-estate assets is spread among nearly a sixth of 
all families. Business assets of farm owner-operators 
were close behind. Unincorporated businesses or pri- 
vately held corporations totaled about $65 billion. 

1Consumer wealth differs from national wealth mainly in that 
(1) it includes unsecured government bonds, notes and currency, and 


(2) it states corporate assets in terms of stock market appraisals 
rather than book yalues. 

*Net worth of the median family is apparently in the neighborhood 
of $7,500. A family in this article is defined as all related persons 
living in the same dwelling who pool their incomes to meet their 
major expenses. 

3H. Mendershausen and R. W. Goldsmith, “Measuring Estate 
Tax Wealth,” Studies in Income and Wealth, vol. XIV, National 
Bureau of Economic Research. 


Balance Sheet for Average Family in Each Income Group in 1952 
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The distribution of these assets among income 
groups differs widely. Insurance ownership, the most 
widely held of investment assets, is reported by 
three fourths of all families—ranging from about half 
of all low-income families! to well over nine tenths 
of upper-income groups. Insurance equities range from 
an average of $500 to $1,000 per insured lower-income 
and middle-income family, to more than $4,000 for 
families with incomes in excess of $7,500 a year. 


TRACING THE OWNERS 


About 70% of all families own bank accounts or 
cash equivalents, such as savings or other govern- 
ment bonds. Ownership ranges from nearly half of 
low-income families up to virtually 100% in the upper 
brackets. 

The average family at all income levels appears to 
hold about a fifth of all its assets in these liquid forms 
(excluding insurance), although checking accounts 
and marketable government bonds are more impor- 
tant among upper-income families. Securities of 
state governments and municipalities, with their tax- 
free status, are heavily concentrated in the very-high- 
income brackets. 

Corporate securities also tend to be concentrated in 
the upper brackets. Ownership of publicly held cor- 
porations ranges from about 5% of the middle-income 
families to nearly a third of all families with incomes 
over $7,500. Most middle-income stockholders have 
relatively small investments: half own under $1,000. 
A sixth of stockholding upper-income families (over 
$7,500) owned more than $25,000 in common and pre- 
ferred issues. 

Share ownership in privately held corporations 
is reported by a little more than 2% of all families. 
The somewhat more than half of the stockholders 
who report a controlling or large interest in their cor- 
porations are heavily concentrated among upper- 
income families. A tenth of all families with more 
than $7,500 in income have major interests, and the 
value of their equities tends to be quite large. A 
fourth of all holders of securities of closed corporations 
report equities of $25,000 to $100,000, with another 
tenth having shares valued in excess of $100,000. 


—BUT EQUITIES ARE SMALLER 


Ownership of unincorporated businesses is more 
_widespread—though individual equities are much 
smaller.2 From 5% to 8% of middle-income families 
own businesses, with frequency increasing to about a 
fifth’ of all upper-income families. Half of these busi- 
ness interests are valued at $5,000 or less; more than 
four fifths at less than $25,000. 


1In this discussion low-income families earn under $2,000 a year, 
upper-income families over $7,500. 

2In many instances, this is owing to the incorporation of large 
partnerships in order to obtain a more desirable tax status or for the 
purposes of limiting liability. 
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Of the 6% of all families who own and operate 
farms, about a fifth have assets valued in excess of 
$30,000, with another three fifths owning between 
$7,500 and $30,000. Of the 3% of all families who op- 
erate rented farmland, about a fifth own machinery 
and inventories valued in excess of $10,000; the bulk— 
three fifths—own less than $2,500. 

Against these farm assets must be subtracted mort- 
gage debts owed by about a third of farm operators, 
and short-term farm debt. The amounts in general 
tend to be small—averaging a couple of thousand 
dollars per operator. 

The most popular forms of real-estate investment 
are rentable homes and farms. About 8% of all 
families report holdings of these investments. An- 
other 4% own lots. Other popular investments are 
commercial or rental property and apartment houses. 
About 1% of all families own week-end or summer 
homes. 

Real-estate ownership (other than owner-occupied 
homes and farms) ranges from about a tenth of the 
families in middle-income brackets to about two fifths 
of those families with incomes in excess of $7,500. 
Middle-income holdings generally average $2,000 to 
$5,000. Over a third of the holdings of the upper- 
income groups amount to more than $25,000 in value. 

Over half of all families own their own homes, the 
proportion varying from about half in the middle- 
income brackets to about three fourths for the more- 
than-$7,500 income group. More than three fifths of 
middle-income families report home equities (value 
less mortgage) of less than $7,500. Three fourths of the 
families in the above-$7,500 income group have equi- 
ties in excess of $7,500, with more than a fifth report- 
ing equities of more than $20,000. 

Automobile ownership ranges from half to two 
thirds of middle-income families to well over nine 
tenths of upper-income earners. In the middle 
brackets, where older cars predominate, values (before 
debt) generally are less than $1,500. Most of the cars 
of upper-income families are worth more than $1,500, 
with a not insignificant number valued in excess of 
$3,000. 

ALAN GREENSPAN 
Division of Business Economics 
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Farm wage rates have risen faster than prices 
paid for machinery 
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have played an important role in agricultural 
price legislation. 

The parity ratio is exclusively a descriptive device: 
it is not itself used in the arithmetic of price support. 
Parity prices of individual commodities are an inte- 
gral part of the support mechanism, since farm legis- 
lation specifies at what percentage of parity a com- 
modity must or may be supported. The parity price 
computation thus has a significant bearing on the 
amount of money the Commodity Credit Corporation 
spends for price support; it also affects total farm in- 
come, farm production, and consequently the prices 
consumers pay for agricultural commodities. 


Sie 1933, parity prices and the parity ratio? 


DOES RATIO REFLECT TODAY'S COSTS? 


Is the parity ratio today an accurate reflection of 
the relative welfare of the farm sector? Are parity 
prices, as computed today, reasonably representative 
of the price that a farmer must receive for a given 
quantity of a commodity to give him the same pur- 
chasing power that the sale of the same quantity 


1The parity price of a commodity is the price that will give the farmer 
the same purchasing power, in terms of goods and services he buys, 
as the price he received for that commodity in a designated base 
period. The base period, as defined in the Agricultural Adjustment 
Act of 1938, as amended, is the five-year interval 1910-1914. These 
years were chosen because they represent a period of relative eco- 
nomic stability, when agricultural and industrial prices were regarded 
to be generally in balance. For a full description of how parity prices 
are computed, see pages 348-349 of “The Floor Under Farm Prices” 
in the September, 1952, Business Record. 

The parity ratio for a specific period is derived by dividing the index 
of prices received for all farm products in that period by the index of 
prices paid including interest, taxes, and wage rates. When their 
quotient (parity ratio) is over 100, prices received by farmers are in 
general above parity. A parity ratio of more than 100 does not mean 
that the price of each of the commodities is above parity, but that 
the weighted average of prices received is higher, relative to the 
weighted average of prices paid, than in the base years 1910-1914. 


REEXAMINING 
FARMERS’ COSTS 


would have given him in a presumably normal base 
period? The answers to these questions depend on the 
accuracy of the Department of Agriculture’s “Index 
of Prices Received by Farmers” and its “Index of 
Prices Paid by Farmers,” the two major components 
of the parity computation. 

A paramount criterion for a dependable index is 
that the set of constant weights used to combine the 
components over a given period of time be as closely 
characteristic of that period as possible. For both 
the prices-received index and the parity index (prices 
paid by farmers, including interest, taxes and wage 
rates), weights for 1924-1929 are used for the period 
1910 to 1935. From 1935 to date, weights for the 
period 1937-1941 have been used. More than a 
decade has thus elapsed since the base-weight period 
currently used; and in that decade the nation has 
undergone a great war and a postwar readjustment, 
accompanied by changes in domestic and export de- 
mand for farm products, broad technological advances 
in agricultural production methods, and fundamental 
changes in farm living habits resulting from higher 
real farm incomes. 

One outstanding change that has occurred in the 
agricultural economy is a 15% decrease in number 
of farms from the 1937-1941 average. Total farm 
acreage has remained relatively unchanged, but the 
average size of farms has expanded from about 170 
acres in the base period to about 220 acres today 
—or 30%. 


FEWER FARMS—AND LARGER 


The weights in the parity index are on a per farm 
basis. Such a large increase in farm size would sug- 
gest a stepup in per farm purchases. If the various 
production items had been affected more or less uni- 
formly, the base-period weights would probably not 
be significantly altered. However, this apparently has 
not been the case. Such items as farm machinery, 
motor vehicles, motor supplies, and fertilizer are be- 
ing purchased in considerably larger quantities than 
in the prewar period. Conversely, the total number 
of hired farm workers has dropped about 25% since 
1937-1941, or about 10% on a per farm basis. It 
appears that these developments over the past fifteen 
years have brought about significant shifts in farm 
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purchasing patterns. And this suggests that some 
items in the parity index have lower weights and 
others have higher weights than they actually should 
have. 


For example, cash wage rates paid hired workers are 
about 275% above this base-period level, whereas the 
total parity index has risen by only 121%. No cor- 
rection has been made to reflect the decrease in recipi- 
ents of these wage rates. Since the base weight ac- 
corded this item in the parity index is now apparently 
too high and since the price of the item has advanced 
more than the average, application of the base-period 
weights to the increase in wage rates tends to give 
the wages component an overstated relative impor- 
tance and an upward bias in the current parity index, 
and consequently a downward bias in the parity ratio. 

Concurrent with the decline in hired farm labor, 
mechanization on farms has been enormously in- 


How the Parity Index Is Weighted 


On the basis of two studies on farmers’ purchases 
of goods and services conducted in 1935-1936 and in 
1941 by the Bureau of Human Nutrition and Home 
Economics and the Bureau of Labor Statistics, the 
Bureau of Agricultural Economics estimated average 
living expenditures per farm for 1937-1941 with a 
breakdown of average. expenditures into component 
groups. The production component is based on esti- 
mates of farm expenditures by the Bureau of Agricul- 
tural Economics, together with data from the Census 
of Manufactures, the Census of Agriculture, trade 
associations, and other sources. The percentage that 
each of the component parts is of total expenditures 
for living, production, interest, taxes, and wages con- 
stitutes its weight for the prices-paid index. (See 
table.) 

In obtaining the parity index for any given period 
since March, 1935, the percentage change from the 
1937-1941 average in prices paid for each of the items 
in the parity index is multiplied by the weight factor. 
The product for each component gives the amount of 
increase since the 1937-1941 base period. By adding 
these increases to the base-period amounts (weights) , 
average expenditures for each item are obtained for 
the particular period desired. The total of the new 
set of figures for the various items equals 100. To 
obtain the parity index for a specified period, the 
total average expenditures for that period are divided 
by the corresponding 1910-1914 average. (The parity 
index, like the prices-received index, has a 1910-1914 
base; 7.e., the 1910-1914 average equals 100.) The 
percentage of total for each of the component products 
becomes its relative importance for the period selected. 
Hence those items which have risen more sharply in 
price from the base period than the average will have 
a relative importance in the index greater than it had 
in the base period. (See table.) 
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tensified. Fertilizer has also become increasingly 
important over the past decade. Prices of farm ma- 
chinery, motor supplies, and fertilizer have risen less 
sharply than the over-all parity index. As of Decem- 
ber, 1952, prices of farm machinery! had risen 100% 
from the 1937-1941 average; motor vehicles,? 114%; 
motor supplies? 52%; and fertilizer and lime, 57%. 
These increases compare with an increase of 121% 
for the parity index as a whole. 

Since such items as farm machinery, motor vehicles, 
motor supplies, and fertilizer and lime have appar- 
ently become markedly more important factors in per 
farm purchases, the use of 1937-1941 weights seems to 
understate their impact in the parity index. The fact 
that their prices have risen less sharply than most 
other prices in the parity index suggests that when 
they are given more accurate weights, they may exert 
a downward influence on the parity index. 

Another important development which may be 
affecting the farmers’ expenditure pattern is the fact 
that the average number of persons per farm has re- 
mained relatively unchanged despite an increase of 
some 30% in the average size of the farm. For 1937- 
1941, there was an average of 4.7 persons per farm; 
there are about 4.5 persons today. While aver- 
age input and output per farm has risen markedly, 
the number of people each farm supports has actually 
fallen slightly. 

A more up-to-date base period might well show 
a somewhat smaller percentage of farm expenditures 
going into family living items than in the 1937-1941 

1Plows, harrows, cultivators, combines, etc. 


2Automobiles, trucks and tractors. 
3Motor fuel, grease, tires, batteries, etc. 


How Prices-received Index Is Weighted 


Prices of individual commodities are combined into 
group indexes weighted by the average quantities of 
the individual commodities sold during 1937-1941. The 
commodity group indexes are combined into an all- 
crop index (includes food grains, feed grains and hay, 
cotton, tobacco, oil-bearing crops, fruit truck crops, 
and other vegetables) by computing the average cash 
receipts in 1937-1941 from the sale of commodities in 
each of the subgroups as a percentage of the average 
cash receipts from sale of all crops. The total live- 
stock and products index (includes meat animals, 
dairy products, poultry and eggs, and wool) is com- 
puted in the same way. 


Average cash receipts from the sale of all crops, 
and from the sale of livestock and products, are then 
expressed as a percentage of total cash receipts from 
the sale of all farm products in the years 1937-1941. 
These percentages are used as weights to combine the 
two major groups into the index for prices received 
for all farm commodities. 
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base period, and a larger percentage being channeled 
into production itemse Because such items as food 
and clothing have increased in price more markedly 
than production items since 1937-1941 (see table), 
appropriately lower weights for the former might well 
be an additional factor making for a lower parity 
index. 


WEIGHTS WOULD PROBABLY DIFFER 


The changing importance of wages and farm ma- 
chinery and equipment, together with possible shifts 
in the relative importance of farm living expenditures 
as against production expenditures, has ostensibly been 
exercising an increasingly upward bias in the parity 
index as the interval since 1937-1941 has come to be 
lengthened. 

Does this mean that the parity index today is higher 
and the parity ratio lower than it would be if a more 
recent weight period were used? Possibly, but more 
evidence is needed to answer the question conclusively. 
There may be shifts in the importance of other com- 
ponents which may wholly or partly compensate for 
the apparent bias introduced by the aforementioned 
factors. 

At any rate, there seems to be adequate reason to 
believe that a more recent study of farmers’ expendi- 
tures would result in a set of weights quite different 
from those characteristic of the period 1937-1941 and 


more representative of the current relationship of 
the various components of the parity index.’ 

Much concern has developed in recent months over 
the falling parity ratio. From August of last year to 
February, 1953, the index of prices received by farmers 
fell some 10%, while the index of prices paid dropped 
only 2%. In just one-half year the parity ratio 
slipped from 103 to 94. This is a sizable contraction 
for such a short period. Moreover, the February 
parity ratio of 94 is the lowest since 1941. 

While a revision of the prices-received and prices- 
paid indexes might conceivably show the parity ratio 
currently and in recent years to be somewhat higher 
than the series now in use, it would not significantly 
affect short-term changes. A revision of the indexes 
in all likelihood would not alter the fact that the 
parity ratio has very markedly drifted downward over 
the past six months. However, comparisons over a 
considerably longer period—a decade, for instance— 
might well be substantially affected by changing over 
to a more up-to-date weight period. 


Sumiey S. Horrman 
Division of Business Economics 


1The prices-received index might also show significant change if 
weights were shifted to a more recent period. It should be noted 
that the Bureau of Agricultural Economics recognizes the need for 
a more up-to-date study of farmers’ expenditures, but does not have 
the funds to undertake such a project. 


Percentage Weights of the Parity Index and the Relative Importance of 
Component Indexes, December 15, 1952 


Index Weights 
1937-41 


Average 
Expenditures 
Per Farm 


(Dollars) 
DAG Nate hea A hate a sects seve ee eh auaacavns ouscs Picks 742 4 

Food (including tobacco)............... asa is 7 
ign ire Hive oe 960 UE net 144 8.6 

Auto and auto supplies................. 117 6.9 
Household operations.................. 99 5.9 
Household furnishings.................. 68 4.0 
Building materials (house).............. 32 1.9 
PrOduchon eacen. Peart atc Ota eee 694 41.2 
Feads Memenys Ph NON NG Te 171 10.2 
Livestock watecdtuis: ics eitsisl. caves 2 89 5.3 
Motorisupplies tr sapatei. a sulse’w.ae sae 88 5.2 
Motorvehiclessnnisan,.i6.as + aen «aieaee un 88 5.2 
Farm machinery...................... 716 4.5 
Building and fencing materials.......... 45 237 
Fertilizer and lime..................... 52 3.1 
Equipment and supplies................ 56 3.3 
Seeder es Satter Sa5.5 Sales 29 Le? 
Total commodities....9.......000. cc. 500. 1,436 85.2 
Taxes aaa eet. Se er}, bs 65 3.8 
Interest 74ers a Pees caters, 50 3.0 
Commodities, interest, tares................ 1,551 92.0 
Cash wage rates, 00.08 5.0 ccscccmcsn+ css 135 8.0 
Commodities, interest, taxes, cash wage rates. . 1,686 100.0 


1Average expenditures for December 15, 1952, are a 
weight-period expenditures. The resulting figures are 


Source: Bureau of Agricultural Economics 


in column 6. 


Index Numbers 


Prices Paid, 1910-14 =100 Dec. 15, 1952 
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ximated by applying the percentage changes in prices of the various components from the 1987-41 average to the 
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TAXATION AND SAVINGS IN BRITAIN 


An industrial view 


By Sir Robert Sinclair, K.C.B., K.B.E. 


HAVE PERHAPS had as good opportunities as 

most for appraising the feeling of industry on 

current economic policy. . . . And I have no doubt 
that the dangers to industry and to the whole country 
from a continuance of anything like the present level 
of taxation is the problem which in the minds of those 
responsible for the conduct of industrial affairs over- 
shadows everything else at the present time. . 


- NATIONAL EXISTENCE THREATENED 


It is a problem which has many facets, but the 
most important is surely that government expenditure 
is and has for a long time been vastly in excess of 
what the national economy can sustain and that it 
is very hard to see where and how adequate reductions 
can be made in time. Yet it is a problem for which a 
solution is an urgent necessity—a necessity not merely 
for our prosperity but for our very existence. 

No one can deny that there can be a level beyond 
which taxation can, and does, defeat its end. Some 
may argue as to whether or not such a level can be 
expressed as a given percentage of the national prod- 
uct whatever the national circumstances. But there 
must be few indeed who would not agree that in 
this country the economic limit has been reached and 
passed. When, by and large, private capital is being 
taxed out of existence, when industry’s real capital is 
being whittled away by taxation in times of inflation, 
and when the accumulation of private savings from 
which further industrial capital is derived is made 
virtually impossible, the whole structure of industry 
is undermined... . . 


SOME ELEMENTARY FACTS 


Our economic existence depends on our exports. Be- 
cause our ‘invisible’ exports cannot conceivably pay 
-for more than a fraction of the food and materials we 
must import and because our only ‘natural’ export 
of any significance is coal (and not much of that is 
available), much the greatest part of the exports we 
need to make must consist of manufactured and partly 
manufactured goods. But now that the sellers’ mar- 
ket which was an aftermath of the war is disappearing, 


Reprinted in slightly abbreviated form from ‘National 
Provincial Bank Review,'' publication of the National Pro- 
vincial Bank, Ltd., London, E.C. 2, February, 1953. 
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our exports can be maintained and expanded only 
when they represent good value compared with those 
from other countries. 

It is alleged that we frequently neglect the first 
essentials of salesmanship—intelligent display and de- 
scription of our goods, adherence to promised delivery 
dates, after-sales service, and so on—and rely too 
much on past reputation. There are, of course, in- 
stances where the record is against us, but a great deal 
of nonsense is talked about our shortcomings in sell- 
ing technique. 


TOP KNOWLEDGE OF WORLD MARKETS 


In British firms there is a wealth of experience of 
world markets that is not surpassed and rarely equaled 
elsewhere. Our exporters know the technique of sales- 
manship, and generally practice it at least as well as 
those in any other country. But in the matter of cost 
and delivery dates our position is vulnerable and in- 
deed precarious. And that is true even in cases where 
devaluation of the pound has given the British ex- 
porter a kind of artificial aid in making his prices 
competitive. 

On delivery dates we have had some excuse, but 
only some—the shortages or raw materials due to 
world shortages or currency difficulties and the inter- 
ference of rearmament. Generally, however, these 
impediments to efficient production are being reduced 
and it is becoming wholly true that our costs and 
delivery dates depend upon our own productive effi- 
ciency. And our own productive efficiency is gravely 
impaired by the present high level of taxation. 

The ‘exercise’ conducted by the Anglo-American 
Council on Productivity—the sending over of teams 
from forty-five industries to study conditions and 
methods in the United States—proved of great ad- 
vantage to those who participated; and directly and 
indirectly it will, I am convinced, benefit the indus- 
tries concerned. But one factor of general application 
was strongly brought out in practically all the reports; 
namely, that in terms of capital investment per worker 
this country is far behind North America. 


MORE CAPITAL INVESTMENT NEEDED 


Continuous improvement in the standard of capital 
equipment is one of the prime needs for any sub- 
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stantial and sustained increase in industrial efficiency. 
And relatively we are lagging further behind in this 
vital respect. As Mr. S. P. Chambers pointed out re- 
cently, the Blue Book on “National Income and Ex- 
penditure, 1946-51,” has revealed striking statistical 
evidence of facts whose existence many in industry 
had good reason to suspect. His analysis of the pub- 
lished figures showed that in 1951: 


1. The true undistributed profits of British industry 
were a minus quantity; 

2. Net savings by individuals were also a minus 
quantity; 

8. Net capital formation was about one tenth per 
head of the population of what it was in the U.S. A. (In 
estimating capital formation Mr. Chambers took account 
of the increase in volume of working stocks as well as 
the net increase after deducting depreciation, in fixed 
assets.) 


There can be no doubt that 1951—the year of 
greater stock appreciation and higher paper profits 
(and therefore higher tax on real capital)—was the 
worst of recent years. But we cannot ignore the fact 
that the trend ever since 1947 has been most ominous. 
Personal savings have averaged less than £100 million 
a year in nominal terms or under 1% of total personal 
income compared with 444% in 1938. The undis- 
tributed profits representing company savings, al- 
though nominally averaging £600 million, have been 
very much less than this in real terms. On average, 
more than half has been required to finance the rising 
cost of working stocks, and a further amount has been 
required for the extra depreciation provisions to 
finance the higher replacement costs of fixed assets. 
Moreover, it is reasonably certain that true undis- 
tributed profits did not, on the average, exceed £200 
million a year between 1947 and 1951, and they may 
well have been less. Undistributed profits are esti- 
mated to have been £170 million in 1938. 

In other words, the annual savings which companies 
were able to make between 1947 and 1951 were on the 
average worth no more than half those of 1938—and 
1947-1951 should have been the years of greatest op- 
portunity not only to make good the losses of capital 
equipment sustained in the war but also to increase 
the capital investment per worker to enable us effec- 
tively to compete in world markets when conditions 
became normal. 


THE YEAR 1951 WAS A TEST CASE 


However we look at it, we cannot escape the con- 
clusion that, by 1951, in both physical and financial 
terms, industry was not strengthening its resources 
in any way commensurate with its task in expanding 
production and its obligations arising therefrom. And 
it is clear that, in 1951, insurance and pension funds 
were the main outside source of such net capital for- 


mation as there was. I leave out of account the sup- 
posed savings that the government forced on the 
community by budgeting for a large surplus. These 
compulsory savings, which incidentally never come 
back to the individual or the company providing them, 
went almost entirely to meet the cost of subsidised 
housing or unremunerative expenditure by local au- 
thorities. 

It is difficult to see how companies in general could 
have provided more savings at the expense of divi- 
dends. Total company dividends in 1951 were £800 
million: in 1946 they were £700 million. Between 
1946 and 1951 the value of money in terms of pur- 
chasing power fell by about one third, so that com- 
pared with 1946 the 1951 dividends were in real terms 
15% smaller, while the volume of production on which 
these dividends were earned and the amount of work- 
ing and fixed capital required to earn them had sub- 
stantially increased. 

Allowing for the change in the value of the pound, 
the gross amount (i.e., before deducting tax at the 
standard rate) paid by companies in 1951 was worth 
30% less than in 1938. Over this period there was a 
large increase in the money value of capital employed 
in the earning of these dividends (although the increase 
was still not large enough to match the increased 
capital requirements of industry). The real value of 
wage payments, on the other hand, rose by about 40% 
over the same period. If changes in the standard rate 
of income tax were also taken into account, the fall 
in the real value of dividends would be at least 45%. 

In the face of these facts, is there the slightest 
shadow of justification for saying that dividends in 
the aggregate have been too high? Over and above 
any consideration of keeping faith with shareholders 
—a consideration which, of course, may derive from 
facts and opinions set out in a prospectus—the main- 
tenance of a reasonable dividend is important from 
the point of view of raising capital for new develop- 
ment. And if industry is to remain healthy there 
must be opportunities for greater return on capital 
in some way commensurate with greater risks. 


WHAT FACT FINDING HAS SHOWN 


Many attempts have been made to measure the ex- 
tent of the inroads on industrial capital made by 
taxation in the postwar period of inflation. It is 
difficult to get a representative aggregation of facts, 
but the conclusions derived from the study made by 
the Federation of British Industries and by the 
British Bankers’ Association are pointers which can- 
not be ignored. In the first case, the number of com- 
panies studied was small though they represented a 
reasonable cross section of industry both in the matter 
of size of firm and nature of operations. The second 
case covered a large number of small companies. The 
methods of assessment varied, but in both cases the 
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conclusions showed that companies had been unable, 
from their own resources, even to maintain their real 
capital intact. 

The Federation of British Industries study showed 
that, in order to maintain intact the volume of work- 
ing capital which they employed in 1938, the eighty 
companies covered by the inquiry needed an extra 
£275-£300 million in 1949, the increase being largely a 
reflection of the rise in prices of raw materials and 
other stocks and of the higher cost of plant, buildings, 
and machinery. Over this period (1938-1949), the 
undistributed profits set aside had amounted to about 
£200 million—insufficient to provide even for the 
maintenance of capital, in real terms. Nor could the 
amount of profits distributed during this period be 
regarded, by any standard, as excessive: in fact, the 
proportion of total profits which was distributed fell 
from 27% in 1945 to 22144% in 1949. 

The study made by the British Bankers’ Association 
of the financial position of 1,500 small companies con- 
firmed that, in the postwar years, the increase in 
capital resources had not kept pace with the rise in 
financial requirements of business. In order to re- 
build stocks to a normal working level and to provide 
for the higher cost of fixed assets, businesses had had 
to resort to outside finance, particularly the banks, on 
a considerable scale to make good the depletion of 
their own resources. 


UNREALITY OF TAX BASIS 


The controversy about the definition of profits 
and whether or not historical costs or the economic 
costs theory should be accepted as the basis for pre- 
sentation of company accounts has served to focus at- 
tention on the unreality of the basis on which tax is 
computed. Inflationary influences are still at work, 
although there is, thank goodness, evidence that the 
brakes are on! But far too little attention is paid to 
the harm that has been done as regards finance re- 
quired to replace fixed assets and to cover vastly more 
expensive stocks. To give the option of 1.i-f.0., or his- 
torical costs, as regards stocks would be valuable as 
an insurance against a further erosion of industrial 
capital from a further bout of inflation, but it would 
do nothing to put right the past. The option, in other 
words, does not improve the position—does not, in 
fact, contribute directly or immediately to the creation 
_of conditions in which industry can make the contri- 
bution which is essential to our recovery. It is abso- 
lutely necessary to have something like this option on 
the Statute Book—and the sooner the better—but 
we must not be deluded into thinking that at a time 
when inflationary pressures are less than they have 
been and when costs of materials have in many cases 
fallen below their peaks any such enactment imme- 
diately increases industry’s competitive power or 
strengthens its foundations. 
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The setting up of the Royal Commission on Tax- 
ation of Income was overdue. It has a monumental 
task and no one can expect soundly based conclusions 
to emerge quickly from the mass of evidence that has 
to be studied. But if its report, or an interim report 
covering part of the ground, could be issued before the 
end of the year so that the 1954 Budget could give 
effect to some of the recommendations, I would hope 
that some substantial improvement in the system 
would result. 


A POLICY BEARING FRUIT 


In the meantime, some further remedial measures 
must be taken—on the financial as well as on the 
physical front. I say ‘further’ because it would be un- 
generous not to admit that the tighter money policy 
has borne and is bearing fruit. The theory is being 
proved in practice and the policy now appears not 
merely as a negative necessity—something to prevent 
the situation getting worse—but as a positive advan- 
tage. At long last, some space in which normal eco- 
nomic forces can operate is being found. 

Are there greater hidden dangers in surplus budget- 
ing than we have imagined? To provide surpluses to 
match deficiencies in personal and corporate savings 
and to provide them by increasing taxation is an ex- 
ercise which Lewis Carroll would have been proud to 
conceive as ideally suited to the conditions “Through 
the Looking Glass!” And it is surely the worse when 
the level of government expenditure is so high and 
savings relatively so low that any surplus that looks 
effective on paper has to be so large. 

Is there not something to be said for setting a differ- 
ent course? I am far from expert in these matters, but 
I suspect that the surplus budgeting of recent years 
has failed in its purpose. Anyhow, we clearly cannot 
afford surpluses which arise from further taxation of 
capital as well as income, which render impossible 
the accumulation of savings except through insurance 
(a generalization that is not far from the truth), and 
which bring in their train the denial of individual 
incentive. 


THE PROBLEM OF INCENTIVE 


On this last point—individual incentive—I think no 
experience we in industry have is more frustrating 
than the inability to give practical and material rec- 
ognition to greater responsibility, to increased skill and 
inventiveness, and to greater achievement. Ex hypo- 
thesi, the greater the contribution—and by and large 
the greater contributions must come from the upper 
ranks of management and technical and scientific 
staffs—the smaller the real reward. Human nature 
cannot be ignored. The considerations of loyalty, the 
desire to do one’s best for the firm, the ambition to 
exercise more influence and authority naturally still 


apply. 
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But they do not count for half as much if the only 
reward in a material sense is the possibility of greater 
security when retirement comes. The psychology is 
wrong. It makes people think too much of how they 
will be placed when they can no longer work. For 
those on whose enterprise, spirit of adventure, and 
pride of achievement the future of industry depends, 
that distant prospect is no satisfactory substitute for 
the means to free themselves of some of the immediate 
financial anxieties which oppress them. 


COST OF SOCIAL REVOLUTION 


In any attempted appreciation of our particular 
problem it must be worth while to look at it in its 
world context. Given the inability—and that is un- 
deniable so far—of human ingenuity to devise an 
‘artificial’ cure for the unequal incidence of the de- 
struction of wealth caused by the war among the 
nations, this country seems to have been optimistic 
to the point of recklessness in its attitude towards the 
dangers inherent in too drastic or too sudden a redis- 
tribution of wealth. Simply because there has been 
singularly little ‘trouble’-—industrial or social—what 
has in fact been a major social revolution has ap- 
peared to some to have been effected remarkably 
painlessly. 

It is the hardest thing in the world to convince the 
employee whose weekly pay packet more or less—and 
on the whole more rather than less—has cushioned 
him against the rising cost of living that the means 
to provide the wages are not amply covered by the 
result of his productive effort and that the improve- 
ment in state insurances, in medical benefits, etc., do 
not come quite naturally from a taxation program 
which may seem to have the harmless objective of 
“soaking the rich.” 

It has been fashionable to stigmatize as sheer eco- 
nomic heresy, or at worst plain stupidity, the belief 
that taxation can be inflationary in the sense that it 
enters into costs. But events have proved that it does. 
There can be few businesses today that have not been 
forced to raise or keep prices higher than they would 
otherwise have been because taxation has eaten into 
capital. Under normal conditions such circumstances 
would have been immediately reflected in loss of ex- 
ports. But conditions have not been normal. 


SELLERS' MARKET MASKED COST 


In the first place, . . . the five postwar years were 
a period of a sellers’ market. The taxation at home 
affected most concerns in the same way. The entry of 
taxation (because of its extent and character) into 
costs was in a sense masked, since everyone was more 
or less in the same boat and that part of these cost 
and price increases that was due to taxation did not 
result in loss of orders. 

In the second place, Marshall Aid—a manifestation 


of true generosity and enlightened self-interest for 
which history has no parallel—in some ways was 
allowed to obscure the issue. 

In the third place, rearmament and Korea have 
aggravated the inflationary tendencies. The seeds of 
inflation seem to sprout in any period of rapidly 
expanding production. Because of the time lag be- 
tween the incurring of costs—materials, equipment, 
wages, etc.—and the receipts for the product, the 
spendable incomes are increased ahead of the supply 
of goods available for purchase. When a large propor- 
tion of the national product is not sold except to the 
government and is not used except for destructive 
purposes as with armaments, the growth of the infla- 
tionary seedlings becomes disastrously rapid. In the 
postwar years, both factors have operated. . . . The 
addition to costs from very considerable increases in 
price of raw materials not only worsened the terms 
of trade for an “excess-importing” country such as 
ours but aggravated the erosion of industry’s real 
capital through taxation—because the paper profits 
on which this tax was assessed were higher. 

We are on the verge of proving, to our great national 
detriment, that with costs so raised the further ex- 
pansion of exports and even their maintenance is 
made incredibly more difficult. . . . 


INDUSTRY'S JOB IS TO WARN 


Those who state the case for reductions in taxation 
and point to the urgent necessity for reductions in 
government expenditure are frequently criticized for 
not specifically stating where they think the cuts 
should be made. That criticism is unfair. It is not 
industry’s job to lay down a fiscal policy nor in any 
shape or form to ‘play politics.” But it is industry’s 
job not only to do the best it can in the conditions 
in which it has to operate, but, where the conditions 
militate against efficiency, to use every possible argu- 
ment to have them altered. The term “social security” 
has been misused to convey the idea that men have 
a right to some particular standard of living. Our 
rights in that respect are simply the standards we can 
earn, and it is when, as now, our earning capacity 
is being impaired that we have the right and the duty 
to point to the reasons and expose the consequential 
dangers. 

The complexities of the international situation are 
numerous. The problem of curing the present im- 
balances, of which, for the United Kingdom, the 
dollar gap and the very large sterling balances held 
by the rest of the sterling area are the most ebvious— 
and painful—symptoms, is probably incapable of any 
quick solution. But some of the things that we can 
do to contribute to this solution are clear enough. 
We must press on with the measures to free our own 
economy from artificial controls which have been 
the hothouse for these seeds of inflation. We must 
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make substantial reductions in government expendi- 
ture—and the elimination of subsidies (other than 
a few, such as the children’s welfare milk subsidy 
or certain agricultural subsidies) is one of the ways 
which, so to.speak, is ready to hand. If such meas- 
ures result in a slight increase in cost of living—and 
they must—and wages and salaries are increased in 
direct proportion thereto, there will be no easing of 
our economic plight. 

As the Chancellor has said, our objective on the 
external front must be trade not aid. But the trade 
will not come if we cannot compete—if our costs are 
too high. And industry which depends for its progress 
on a large-scale creation of new capital cannot do its 
job if savings, private and corporate, cannot be made. 
Thus we come back to the necessity for some general 
reduction of taxation. 


"SURPLUS" vs. “DEFICIT COUNTRIES 


I have never thought the world imbalances which 
are the result of the war can be cured in the foresee- 
able future simply by the individual sacrifices or by 
the combined efforts of the “deficit” countries. But 
they cannot be cured without such sacrifices and 
efforts. The “surplus” countries, on the other hand, 
have got to make a different kind of effort. And there 
are signs that there is a growing awareness on all 
sides of the need for a two-pronged attack on this most 
difficult problem. On the one hand, the simple need 
to combat inflation, to pay their way, on the part of 
the deficit countries, and by various groupings to 
secure a degree of economic cooperation which will 
help to strengthen these countries collectively in their 
trading relations with the surplus countries. On the 
other hand, the need for cooperation between the main 
groups—deficit and surplus—to secure the best devel- 
opment of natural resources. The Paley Report gives 
staggering figures of the prospective rise in require- 
ments of most of the basic materials. To some extent 
these expectations may not be fully realized, but the 
general trend cannot be gainsaid. In the situation 
which faces the civilized world, a freeing of currency 
restrictions and a resumption of the free flow of inter- 
national trade are clearly necessary; and for the 
British Commonwealth the attainment by the United 
Kingdom of an economic position on which converti- 
bility of sterling can be soundly based is imperative. 

That road may well be a hard one, but unless there 
is some reduction of taxation I cannot see how we can 
begin to tread it with any hope of reaching the 
goal.... 


RESPONSIBILITY IS INDIVIDUAL 


It is difficult for most people to view these questions 
dispassionately, because the effect of taxation on 
industry and on personal savings is felt so acutely by 
all of us personally. As The Economist said recently: 
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“It is impossible to imagine that over any long period 
a democracy can be progressive and flexible, a large 
and enterprising creator of capital, on any basis except 
that of personal thrift.” I believe that is profoundly 
true. We rightly attach great value to what we call 
the democratic way of life—the kind of life that en- 
shrines the freedoms in which we believe—which were, 
I think, expressed as well in General Eisenhower’s 
Mansion House speech in May, 1945, as anywhere 
(“Freedom to worship, freedom to act and speak as we 
see fit save only that we trespass not on similar rights 
of others”)—the life that would accord with our pro- 
fessed faith. That means, in turn, an individual re- 
sponsibility, for true freedom cannot exist without 
individual responsibility. 

And while no one today would seek to justify gross 
inequalities of income or estate, the premium that we 
have come to put on security is demoralizing and the 
pendulum has swung too far in the direction of equal- 
ity—incidentally on a level that is above our present 
earning capacity as a nation. Those with relatively 
large commitments from which they cannot free them- 
selves without causing hardship to others may feel the 
greatest embarrassment; but there are, I contend, few 
people doing responsible work which requires mental 
effort of high quality, whether it be professional or 
scientific or administrative in character, who do not 
feel distracted by the constant straining to avoid in- 
debtedness and frustrated by the inability to gain 
any substantial material improvement in their position 
as a result of their individual efforts. 


ARE THEY SAVING? 


We are apt to say that the younger generation are 
meeting these difficulties wonderfully well and seem 
immensely cheerful and happy with it all. Undoubt- 
edly many of them are, but a great deal of productive 
time is being wasted by domestic chores, and if they 
keep their heads above water financially that is about 
as much as they can do—they certainly cannot ac- 
cumulate savings which are the source of enterprise 
capital. 

It is not, of course, only they who should be the 
source of savings. The low-income groups (wage and 
salary earners) could save to a greater extent than 
they do and would be helped to do so if they felt that 
there was adequate insurance against further infla- 
tion and loss of value in what they had saved. With 
the retirement position made to look reasonably 
secure because pensions in most cases are related to 
salary at or close to retirement, and with uncertainty 
as to the ultimate value of money saved now, it is 
natural that the attitude of mind should favor spend- 
ing rather than saving. 

Those responsible a ths conduct of industrial 
affairs are, from their knowledge of the individual 
circumstances of the people they employ, very much 
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aware of the bearing of this personal problem upon 
the efficiency of their operations as well as upon the 
national economy. 


ACTING ON THE DANGER 


History has shown that at times of great crisis, 
when the dangers to life and liberty are obvious, the 
British people, if they are clearly told what they must 
do to make this country safe, will rise to great heights 
of effort and self-sacrifice to do it. The dangers today 
are much less obvious than, for example, the threat 
of invasion. And although they are real dangers and 
this is a time of crisis, I doubt if there is any possi- 
bility (short of actual disaster, which in economic 
terms means hunger and mass unemployment) of the 
people generally appreciating the real significance of 
our present economic situation—at least to the point 
of pressing the government of the day to take action. 

But surely we need not let things drift to the point 
of disaster? The margin between internal stability or 
solvency on the one hand and disaster on the other is 
not great. An effective reduction in taxation, which 
is the first essential to the bridging of the gap, has 
got to be paid for. It certainly cannot be achieved by 
economies in administration alone—economies which 
are being energetically pursued. Nor can it be 
achieved by purely monetary measures, fruitful 
though action on these lines has already been. But 
if the government are prepared to risk some unpopu- 
larity in reducing expenditure to the extent necessary 
they may well find that the unpopularity therefrom 
is surprisingly short lived... . 

If it is taken now, the road may seem hard at first, 
but it will be a firm road. The way ahead will appear 
more clear; enterprise and the spirit of adventure 
will flourish again; there will be greater incentive to 
personal thrift; and industry’s efforts to restore our 
prosperity as a trading nation will be given new life. 
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of chewing tobacco seems likely to continue its gradual 
drift downward. Cigarette manufacture in 1953 probably 
will rise above the record high of 4351 billion in 1952, but 
the increase is likely to be less than the 4% gain from 1951 
to 1952.” 


Bureau of Agricultural Economics (National Food Situ- 
ation, released March 2)—“Domestic food consumption in 
1953 is likely to continue at about the same level as in the 
past several years. Some changes for individual foods are 
expected, such as larger supplies of beef and veal and less 
pork. With continued strong consumer demand, retail food 
prices probably will be fairly stable and average only 
slightly lower than last year. . . Present indications 
favor another year of high output. . . . Stocks of some 


food commodities on hand on January 1 were quite large— 
meat, turkey, evaporated milk, nonfat dry milk solids, lard, 
and wheat, but a few were small—chicken, apples, and 
canned fruits and fruit juices. Imports, the other source of 
food supplies, probably will be about equal to those of 
1952. However, sugar imports will be reduced under pres- 
ent quotas. No significant change in military purchases 
of food from those of 1952 is currently indicated, but exports 
of food products probably will be down.” 


Capital Expenditures 


Department of Commerce (Business News Reports, March 
24)—‘“Business is planning capital outlays in 1953 at 
slightly above the record 1952 rates, according to a survey 
of capital budgets conducted during February and early 
March by the United States Department of Commerce and 
the Securities and Exchange Commission. This survey indi- 
cates that if present programs materialize, new plant and 
equipment expenditure in 1953 will total $27.0 billion, com- 
pared with outlays of $26.5 billion in 1952, and $25.5 billion 
in 1951. The 1953 programmed expenditures for major 
groups—compared with actual outlays in 1952—are given 
below. 


NEW PLANT AND EQUIPMENT EXPENDITURES 
Millions of dollars 


Per Cent 

1952 1953 Change 
All’industries\. Sines 2s. dees cee eee 26,455 26,991 2 
Manufacturing, 2:.)...4.¢.4. Jc a.m 11,994 12,039 0 
Durable goods industries.......... 5,784 5,523 -5 
Nondurable goods industries....... 6,210 6,516 5 
Mining’! /<1. ji) JP Sones ote 880 910 3 
Railroads: ic ea..nd4 doe ae 1,391 1,294 —7 
Transportation, other than rail...... 1,363 1,380 1 
Public utilities: : 235.22. oe eee 3,838 4,368 14 
Commercial and other.............. 6,989 7,000 0 


Electrical Equipment 


J. H. Ashbaugh, vice-president, Westinghouse Electric 
Corporation (in a talk to the American Bankers Association, 
March 24) —““When we assembled all of the facts and data 
and added them up, we forecasted that in the next ten 
years we would be selling two appliances where we now sell 
one. In other words, it appears that the business will follow 
the trends of the past, doubling itself again in the next ten 
years. However, we do not believe it will be a straight 
increase in each year’s business over the last year. It 
appears there will be a slight dip and then a rise.” 

National Manufacturers Association (VEMA News, Janu- 
ary 29)—“All signs point to another year of peak-level 
activity in the electrical manufacturing industry in 1953. 
Total volume of production should at least match the $12 
billion of the 1951 and 1952 all-time production peaks, and 
may actually reach a new level between 5% and 10% 
higher. . . . Industrial apparatus . . . is expected to ex- 
perience a drop in shipments of about 5% in 1953... . 
Electrical appliances, which dropped from a total manufac- 
turers’ dollar value of shipments of $4 billion in 1950, to 
$3-1/3 billion in 1951, and to $8 billion in 1952, are expected 
to reverse this downward trend and go to $3% billion in 
1953. Illuminating equipment . . . is expected to recover 
slightly with a 5% to 10% increase in 1953. Electrical 
equipment and supplies for building construction . . . are 
expected to decrease slightly in sales volume in 1953.” 
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